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TREND TOWARD “RIGHT” CONTINUES IN EAST 
SOUTH EAST AND NORTH CENTRAL— 
REACTION NOTED IN WEST 
Analysis of Public Opinion.as Reflected in Editorial Comments Now Covers 
87.3% of Total Daily Newspaper Circulation of Country and Districts 
Containing 97% of Total Population—Current Ratings Com- 
pared With Those Published in August 





August Sept. Net 

Rating Rating Change 

UBLIC opinion, as revealed by edi- New England ....... 76.3 766 +0.3 
Pex expressions of daily news- Middle Atlantic ..... 57.8 57.5 +0.4 
papers, swung still further to the East North Central.. 68.0 689 +0.9 


right during the last month in New Eng- West North Central.. 67.2 67.3 +0.1 
land, the Middle Atlantic, South Atlantic South Atlantic ...... 65.7 67.3 +1.6 
and in the East and West North Central East South Central... 66.2 66.0 —0.2 
states, and veered toward the left in the West South Central.. 70.6 68.0 —2.6 
East and West South Central, Rocky Rocky Mountain 
Mountain and Pacific areas. PE buawerunecedes 65.4 61.3 —4.1 


Degrees of Conservatism or Radicalism 
Now Prevailing in 203 Districts Containing 97% of Total Population in U. S. 





Number of Per Cent. of 
Rating Districts U. 8. Population 
More than 80 41 13.9% 
o 
> 
—_- 
ene 
SS — 
> 75.1 to 80 29 10.9% 
[~B) \ 
2 70.1 to 75 43 17.1% 
5 65.1 to 70 22 10.6 % 
60.1 to 65 13 9.3% 
o Pe OE 
2 55.1 to 60 17 12.4% 
a 50.1 to 55 7 3.1% 
= ¢ 
bo 45.1 to 50 14 15.5% 
Ps 40.1 to 45 9 2.5% 
35.1 to 40 — - 
= 30.1 to 35 1 0.1% 
§ 25.1 to 30 2 0.4% 
—) Ce 
3 20.1 to 25 3 0.5% 
Less than 20 2 0.7% 
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For the country as a whole, the anal- - 


ysis indicates a continued trend toward 
the right. In August our rating for the 
United States was 65.4; the September 
rating is 65.8. 

That the trend was not uniform will 
be obvious from a break-up of the Pacific 
section. 


August Sept. Net 
Rating Rating Change 
Washington ......... 77.7 74 —1.3 
SN (in plead w ae Qa 70.0 619 —8.1 
Los Angeles district.. 44.4 49.2 4+4.8 
California (rest of 
EE «dane baa kha 59.9 65.6 +5.7 


That California should show such a 
distinct improvement immediately fol- 
lowing Upton Sinclair’s sweeping victory 
in the Democratic primaries may appear 
inconsistent. On the contrary, a reaction 
of this kind is a normal psychological 
phenomenon strictly in accord with po- 
litical history. A similar, although not 
strictly parallel development is noted in 
Rhode Island, which shows a current rat- 
ing of 80.7 compared with 75.0 in Au- 
gust, a gain of 5.7. The Maine rating, on 
the other hand, showed a decline of 13.2 
points. 

Ratings for the current month are 
based on detailed analysis of editorials 
in 926 daily newspapers with aggregate 
circulation of 31,291,200, or 87.3 per cent. 
of the circulation of all daily newspapers 
in the United States. These papers serve 
districts containing approximately 97 per 
cent. of the total population of the coun- 
try. 


Ratings Explained 


Since each district, state or sectional 
rating is a composite, or weighted aver- 
age, of the individual ratings of news- 
papers circulated in the designated area, 
the reader may be aided in appraising 
their significance by the following ex- 
planation reprinted from our August 
issue: 


A rating of 100 would indicate 
the attitude of a highly conserva- 
tive paper aroused to an aggres- 
sive defense of the principles on 
which the Nation was founded and 
under which a higher degree of 
justice and material well-being 
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has been attained than in any 

other part of the world. 

A rating of 75 indicates the 
customary attitude of a normally 
conservative paper. 

A rating of 50 reflects either a 
vacillating or a noncommittal 
policy. 

A rating of 25 indicates the 
normal attitude of a paper that is 
inherently radical, yet modifies its 
policy in an effort to win or ap- 
pease the more conservative citi- 
zens of the community. 

A rating of zero would reflect 
undisguised and aggressive radi- 
calism. 

For new subscribers, a further ex- 
planation is reprinted from former 
issues: 

Our primary objective, when the anal- 
ysis of newspaper editorials was started 
on February 1 of this year, was to gauge 
the prevailing public attitude toward 
banking institutions. At the outset we 
scrutinized merely editorials bearing on 
banking and kindred subjects. Gradu- 
ally, however, as the deeper significance 
of the study became more apparent, we 
included as basis for individual news- 
paper ratings not merely editorials dis- 
cussing banking questions but also edi- 
torial comments which clearly revealed 
an attitude toward fundamental concepts 
of Americanism. 

We were impressed by the fact that as 
a general rule, if a man is distinctly hos- 
tile toward banking institutions as a 
group, he can be classed safely as a radi- 
cal, politically and socially; if he objects 
to hasty criticism of banking institutions 
and yet points out their shortcomings, 
looking with favor on proposals of re- 
form, he can be classed as a liberal] in 
his political leanings; if he is an out- 
spoken champion of banking institutions 
as a group, the chances are that he is a 
conservative in his political alliances and 
is strongly opposed to socialistic ten- 
dencies. 

Obviously, the editorial attitude of the 
newspaper you read does not necessarily 
reflect your own attitude. In fact, it has 
been demonstrated repeatedly that the 
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editorial stand of a newspaper on specific 
questions may be directly counter to that 
of the majority of its readers. 


Nevertheless, most thoughtful men 
will doubtless concede that readers nat- 
urally drift toward publications which 
reflect views in substantial agreement 
with their own. 

Take a radical newspaper as illustra- 
tion. Can it be doubted that a majority 
of its readers are themselves radical? 

Of course, conservatives are found 
among the readers of radical publica- 
tions, and radicals among the subscribers 
to conservative journals. In either case, 
however, the majority of readers find 
their own sentiments reflected in the 
paper of their choice, because the success 
of a newspaper depends largely upon the 
ability of its management to gauge the 
temper of its own public. 

We are not intimating that the editor 
of a successful paper, in writing on any 
specific subject, attempts to express opin- 
ions held by the majority of his readers; 
nor do we assume that the average reader 
of a newspaper expects to find all edi- 
torial expressions in strict harmony with 
his own views. 

There is an underlying policy, how- 
ever, which guides each editor who is 
permanently successful, and this same 
underlying policy is reflected in the selec- 
tion and treatment of news. It is this 
policy or general attitude which sets the 
“tone” and establishes the character of a 
publication. The effect of a modification 
of policy is apt to show itself quickly in 
the circulation figures, and a complete 
change usually results in violent read- 
justments. 

Certainly there is no group of men 
better qualified to gauge the temper of 
their reading public than the editors or 
publishers of daily newspapers, and the 
accuracy of their judgment is reflected 
eventually in circulation. 

We may be justified, therefore, in say- 
ing that index figures based on a proper 
appraisal of editorial attitude may be 
taken as the composite opinion of ad- 
mitted experts, checked by the approval 
or disapproval of the newspaper reading 
public. 
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Detailed ratings for the Pacific states 
have already been given. For the rest of 
the United States, the showing is as fol- 
lows: 

August Sept. Net 
Rating Rating 
New England 

Maine 

New Hampshire... 

Vermont 

Massachusetts 

Rhode Island 

Connecticut 

For section ... 


Middle Atlantic 
New York metro- 
politan area ... 48.4 
New York (rest of 
state) 
New Jersey (rest of 
state 35.4 
Philadelphia district 71.5 
Pennsylvania (rest 
of state) 
For section ... 


East North Central 
Cincinnati district. . 
Chicago district. ... 
Detroit district ... 
Ohio (rest of state) 
Illinois (rest of 

state) 77.4 
Indiana 
state) 
Michigan 
state) 
Wisconsin 
For section ... 


West North Central 
St. Louis district.. 
Missouri (rest of 

state) 
Iowa 
Kansas 
Minnesota 
Nebraska 
North Dakota .... 
South Dakota 

For section ... 


South Atlantic 

Delaware 
Maryland & D.C... 
Virginia 
West Virginia .... 
North Carolina ... 
South Carolina ... 
Georgia 
Florida 

For section ... 


79.3 
86.6 
76.1 
76.2 
80.7 
72.1 
76.6 


93.8 
79.5 
. 75.0 
75.0 
72.7 
76.3 


49.5 
71.0 66.2 


49.6 
70.4 


61.0 
57.3 


61.4 
57.7 


69.0 
63.2 
58.6 
68.8 


67.5 
64.5 
58.4 
67.5 


77.8 


+ + 


70.8 72.8 
(rest of 
80.7 
58.1 


68.0 


79.7 
63.4 
68.9 


56.6 


64.2 
63.9 
73.4 
73.0 
71.8 
81.5 
53.4 


_ 
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August Sept. Net 
Rating Rating Change 


East South Central 
Alabama 
Kentucky (outside 
Cincinnati dis- 
trict) 
Mississippi 
Tennessee 
For section ... 
West South Central 
Arkansas 
Louisiana 
Oklahoma 
Texas 
For section .. 
Rocky Mountain 
Montana 
Idaho 
Wyoming 
Colorado 
New Mexico 
Arizona 
Utah 
Nevada 


65.3 + 


76.6 + 
58.0 
69.7 
66.0 


81.8 
79.6 
59.7 
62.9 
68.0 


75.1 
64.7 
83.3 
55.3 
64.8 
79.2 : 
83.3 — 3.1 
: 43.1 —12.9 

For section ... 71.4 686 — 2.8 

Some of these changes are due un- 
doubtedly to faulty ratings for August. 
Attention was invited last month to the 
fact that the Wyoming rating, for in- 
stance, would doubtless be revised down- 
ward when more adequate study of that 
state could be made. Speaking generally, 
less reliance can be placed on the rat- 
ings for thinly populated areas. 

Other changes are due in part to the 
fact that the September ratings are based 
on a larger number of newspapers and a 
slightly larger percentage of the total 
population. 


Numerical Groupings 


As a further check on the recent 
trends, we made a separate study of the 
802 newspapers for which ratings were 
calculated in August as well as in Sep- 
tember, dividing them for convenience 
into four groups: 

Group A—newspapers with an August 
rating of more than 75; 

Group B—newspapers with an August 
rating of from 60 to 75; 

Group C—those rated from 40 to 59.9 
inclusive; and 

Group D—those rated at less than 40. 

There were 307 papers included in the 
August rating which fell in Group A. 


We found no important change in 285 of 
these; while the rate revisions for Sep- 
tember threw 22 into Group B. 

Of 293 papers in Group B, 19 were 
advanced to Group A, and 23 were re- 
duced to Group C. Of those remaining, 
192 were unchanged, 35 were raised and 
24 lowered. 

Of 91 papers in Group C, 14 were ad- 
vanced to Group B, and 4 were reduced 
to Group D. Of those remaining, 46 were 
unchanged, 15 were raised and 12 low- 
ered. 

Of 111 papers in Group D, 18 were 
advanced to Group C. Of those remain- 
ing, 62 were unchanged, 24 were raised 
and 7 were lowered. 

Additional papers for which ratings 
were calculated in September were di- 
vided as follows: 20 in Group A, 78 in 
Group B, 14 in Group C, and 12 in 
Group D. 

Numerically, the comparative showing 
for the two months was as follows: 


August September 
324 


365 
128 
109 


Totals 926 

The numerical showing, however, does 
not take into account the relative circu- 
lation or the relative density of total 
newspaper circulation in the districts 
served. 

All District Ratings Weighted 

As stated last month, our analysis has 
been by districts rather than by states. 
The country has been divided into a total 
of 220 such districts, each of which, ex- 
cept in the sparsely settled areas, is a 
normal territorial unit in which virtually 
all newspaper influence comes from 
papers published within the confines of 
the unit. While the boundaries of the 
unit follow county lines, they approxi- 
mate the outer rim of “major” or over- 
lapping “spheres of influence” as out- 
lined by the writer as a result of several 
years of intensive study of newspaper 
conditions in all parts of the United 
States. As a basis for the current report 
we have calculated individual ratings for 
203 of these districts. The missing 17 
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districts together contain approximately 
3 per cent. of the country’s population. 

In the following tables, current figures 
indicating the prevailing degrees of con- 
servatism or radicalism in various dis- 
tricts of the United States are compared 
with those presented in August. 


Districts in Which Prevailing Sentiment 
Leans Toward Conservatism 
Number of Districts 
August September 


Totals 
Per Cent. of U. S. Population 
August September 


13.9 
10.9 
17.1 
10.6 

9.3 
12.4 

3.1 


Totals 11.0 


Districts in Which Prevailing Sentiment 
Leans Toward Radicalism 
Number of Districts 
August September 


14 


Per Cent. of U. S. Population 
August September 
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Missing Districts 
August September 
17 
% of U. S. population ; 3.0 


Individual ratings for fifteen impor- 
tant districts are compared as follows: 


‘Sept. 
Rating 


August 


Chicago 

Cincinnati 

Cleveland 
Dallas-Fort Worth .. 
Detroit 

Los Angeles 
Milwaukee 

New York 
Philadelphia 
Pittsburgh 

St. Louis 

San Francisco 
Washington-Baltimore 51. 8 54. 7 


Editorial Excerpts 


Supplementing the statistical presen- 
tation of our findings to date, we repro- 
duce below several excerpts illustrating 
a type of editorial comment which is 
appearing with constantly greater fre- 
quency in many parts of the country. 


Tribune (Ind.), Salt Lake City: 

“Prudent business is awaiting return 
of confidence before taking on additional 
financial obligations, and the absence of 
confidence is not a lack of confidence in 
the present banking situation, but is a 
feeling of anxiety and marking time, 
awaiting more definite and concrete in- 
dications of governmental policies in 
business.” 


News (Ind.), Wheeling, W. Va.: 

“Before normal recovery can occur 
there must be safety for savings, re- 
stored confidence and an end to profligate 
spending, with its resultant burden of 
heavy taxes for years to come.” 


News (Ind. Dem.), Charleston, S. C.: 

“What The News and Courier fears is 
that the national Democratic party, ac- 
cepting innumerable wild and strange 
elements into full fellowship, will end, in 
a few years, by blowing up the Solid 
South.” 
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Plain Dealer (Ind. Dem.), Cleveland, O.: 

“The financial need of the moment is, 
as Gov. Black pointed out the other day, 
the reopening and rehabilitation of the 
nation’s capital markets. Far from pro- 
moting this end, measures and policies 
which give the government a fuller 
measure of control over banking institu- 
tions would tend to prolong the inactivity 
in the capital markets which so seriously 
impedes recovery.” 


Union (Ind. Rep.), Manchester, N. H.: 

“The government now has almost des- 
potic power over many phases of our 
economic activities, but it is important 
that the people should not surrender this 
last stronghold, by giving over complete 
control of the nation’s credit to politi- 
cians.” 


Times (Ind.), Kansas City, Mo.: 
“When the country can feel assured 
that the monetary system is on a sound 
basis and that it is not subject to abrupt 
change, perhaps inflation; when it can be 
assured that the administration’s eco- 


nomic policies are workable, with reason- 
able prospects of permanency, then the 
confidence essential to enterprise will re- 
turn.” 


News (Ind. Rep.), Buffalo, N. Y.: 

“Confidence of the people in the ad- 
ministration, rather than confidence of 
the administration in itself, is what is 
mainly needed now. The government 
knows what ‘conservative policies’ mean, 
and in its own interests should apply 
them.” 


Vindicator (Ind. Dem.), Youngstown, O.: 

“Far from turning still further to the 
left, the national trend seems to be in- 
clined to the right.” 


State Journal (Ind. Rep.), Topeka, Kan.: 

“Sinclair goes as far to the left of the 
New Deal as most conservative Democrats 
do to the right.” 


Free Press (Ind. Rep.), Detroit, Mich.: 
“Communistically inclined members of 
the Brain Trust who have gained control 
of New Deal policies do not desire to see 
private industry grow prosperous. They 
want to socialize industry and get it 
under bureaucratic control. 
; they ever succeed, God help Amer- 
ica!” 
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Enquirer (Dem.), Cincinnati, O.: 

“Our business system is founded on the 
constitutional principle of the sanctity of 
private property. To tamper with that 
principle is to tamper with the founda- 
tions of our economic system.” 


Morning Sun (Ind. Dem.), Baltimore, 
Md.: 

“One of the great weaknesses of the 
Roosevelt Administration is the fact that 
it embraces so many men who, to use a 
phrase that dates from the inauguration 
of Woodrow Wilson, speak ‘from convic- 
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tion rather than from experience’. 
Inquirer (Ind.), Philadelphia, Pa.: 

“A banking system run by political 
appointees—there would be a _ bureau- 
crats’ Paradise if ever there was one. 
Bank jobs allotted by politics, loans 
granted to (or withheld from) politicians 
by politicians, credit controlled by poli- 
ticians—what a vision of a New Deal 
holiday ! 

“In such a realm of financial insta- 
bility, what would happen if the party in 
power, in spite of its stranglehold on the 
Federal Reserve System, should go down 
to defeat? It is quite impossible to specu- 
late on the confusion, the consummate 
chaos, that would result in business and 
in private life. 


“As Mr. Warburg makes plain, the 
menace of public control of banking de- 
mands ‘a choice between being free citi- 
zens of a free country, or regimented 
vassals of a social and economic dictator- 
ship.” What alternative, other than the 
New Deal’s Banking by Bureaucrats, 
would be open to the country? Would it 
be ‘what is sneeringly referred to as the 
old order?’ 


“The old order, according to Mr. War- 
burg, was in large part disorder—and 
many former depositors will agree with 
him. But is it reasonable to condemn the 
basic principles of banking because, 
through lack of foresight, banking laws 
were not modernized? Similarly sound 
philosophy would be the old saw of burn- 
ing the house to frighten away the mice. 

“Banking should be made, and kept, 
safe and sane. It must not be permitted 
to fall into the clumsy hands of bungling 
bureaucrats.” 





LIFE INSURANCE-TRUST COUNCIL FOR EACH CITY 
RECOMMENDED BY JOSEPH W. WHITE 


Chairman of Committee on Relations with Life Underwriters, Trust 
Division, American Bankers Association, Cites Reasons for Believing 
That Through Such Organizations “The Two Great Institu- 
tions Engaged in the Creation and Conservation of 
Wealth Would Be United For Greater Service” 


JOSEPH W. WHITE 


Trust Officer, Mercantile-Commerce Bank and Trust Company, St. Louis 





URING the past year the Com- 
1) mittee on Co-operation with 

Trust Officers of the National 
Association of Life Underwriters, of 
which Franklin W. Ganse, of Boston, 
Massachusetts, is Chairman, and the 
Committee on Relations with Life Un- 
derwriters of the Trust Division of the 
American Bankers Association, have 
labored steadfastly to further the co- 
operative movement between life under- 
writers and trust men. Late in 1933 
these two committees prepared “A State- 
ment of Guiding Principles for Relation- 
ships between Life Underwriters and 
Trust Men.” 

In a general way the statement points 
out that active and intimate relations 
between life underwriters and trust men 
are inevitable because of the nature of 
the services rendered by each; defines 
the meaning of the terms “option” and 
“trust”; points out the advantages of the 
optional settlement; and suggests cases 
where the insurance trust is to be con- 
sidered. It advises against either at- 
tempting to give technical advice on mat- 
ters that lie within the province of the 
other, and recommends that when 
changes in an estate plan are contem- 
plated, the underwriter or trust man call 
into conference the representative who 
worked out the original plan. The state- 
ment concludes with an exhortation for 
mutual respect and helpfulness. 

This statement was presented to the 
Mid-Winter Trust Conference of the 
Trust Division last February, with ad- 
dresses by Mr. Ganse, and John A. Ste- 
venson, of Philadelphia, representing the 
underwriters. Gilbert T. Stephenson, of 


Wilmington, Delaware, spoke for the 
trust institutions. Mr. Ganse stressed 
the need for careful estate planning and 
co-operation between underwriters and 
trust men. He concluded with this very 
forceful remark: “We life underwriters 
are strong for this co-operative state- 
ment . I think it has great educa- 
tional value and that our life underwrit- 
ers all over the country, if they will 
study this, will gain in appreciation of 
what we are trying to do. May I pledge 
their co-operation, and thank you for 
yours.” John A. Stevenson discussed life 
insurance-trust relationships in practice 
from the underwriter’s point of view and 
mentioned ten practices of trust men 
found to be objectionable by the under- 
writers. Gilbert T. Stephenson then pre- 
sented the trust men’s views and coun- 
tered with ten objections of trust men to 
practices of underwriters. The criticisms 
by these gentlemen of objectionable 
practices were of the friendliest nature. 
It was pointed out by John A. Stevenson, 
“that far more ballyhoo is raised about 
the practices of one trust man or one 
underwriter who proves himself incom- 
petent for the important work he has 
undertaken than about the work of the 
ninety and nine ‘just men’ who are the 
backbone of the business.” 

This symposium is available in bro- 
chure form and would prove a valuable 
addition to the library of every insur- 
ance agency and trust institution. It is 
in the nature of a decalogue and it would 
be well for underwriters and trust men 
to follow it religiously. The Statement 
of Guiding Principles was approved by 
the Executive Committee of the National 
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Association of Life Underwriters and 
the Executive Committee of the Trust 
Division of the American Bankers Asso- 
ciation early in 1934. 


Co-operation Mutually Advantageous 


There is every reason why the under- 
writer and trust representative should 
co-operate. They are both working for 
the ultimate good of the same persons; 
the underwriter analyzes the customer’s 
needs from an insurance standpoint, 
while the trust representative is inter- 
ested in his general estate plan. It is 
only by the co-ordination of the insur- 
ance plan and the trust estate plan that 
the customer receives a_ well-balanced 
estate program. If the underwriter and 
trust representative do not co-operate, 
and if each undertakes to advise the cus- 
tomer independently, selfishly seeking to 
handle the case alone, serious loss to the 
customer and his dependents may result. 
Furthermore, the advice given by a rep- 
resentative who is not qualified to dis- 
cuss the subject matter from both angles 
frequently causes a customer to lose faith 
in his representative. The following case 
will illustrate this point. 


An underwriter in discussing the pur- 
chase of additional insurance with a cus- 
tomer, on learning that the customer had 
an insurance trust, undertook to convince 
him of the advisability of placing his 
insurance under an optional settlement. 
The underwriter’s arguments were so 
convincing that the insured concluded to 
revoke the insurance trust and notified 
the trust institution. A trust representa- 
tive called on the customer to learn the 
reason for the cancellation and was in- 
formed that an underwriter had recom- 
mended the optional settlement in 
preference to the insurance trust. The 
trust representative then called the at- 
tention of the customer to his general 
estate plan which had been worked out 
for him nearly five years before, of 
which the creation of the insurance trust 
was a part; that it had been planned to 
use practically all of the money received 
in the insurance trust on the death of 
the customer to purchase securities from 
his estate to avoid the sacrifice of these 
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securities to secure funds to pay taxes 
and other charges against his estate. The 
customer at once recalled his reason for 
creating the life insurance trust and 
concluded not to revoke it. In the general 
discussion which followed, it developed 
that the insurance carried by the cus- 
tomer was inadequate to meet the 
charges that would be levied against his 
estate in the event of his death, because 
of the increase in estate tax rates. The 
customer concluded to purchase a sub- 
stantial amount of insurance, but his 
confidence in the underwriter who had 
advised cancellation of the trust had been 
shaken, and the additional insurance was 
placed through another underwriter. 


This clearly shows the importance of 
considering a customer’s estate from 
every angle and the danger of making 
recommendations to a customer without 
consulting with the underwriter or trust 
representative who worked out his orig- 
inal estate plan. Frequently, the life in- 
surance trust and the will are correlated, 
so that a change in one instrument or its 
revocation upsets or even nullifies the 
other. The will may provide that pay- 
ments are to commence after the insur- 
ance trust estate is exhausted, or the 
provisions in the will for payments to 
beneficiaries may be based on the esti- 
mated income from both the testamen- 
tary trust and the insurance trust. The 
insurance trust may authorize payments 
from the principal in cases of sickness 
or misfortune, with no similar provision 
in the will. Certain beneficiaries may be 
designated in the will and others in the 
insurance trust. In any of the foregoing 
cases if an insurance trust is cancelled 
it would be advisable to change or re- 
write the will. After the average busi- 
ness man executes a will and insurance 
trust, he does not as a rule carry in mind 
that the two instruments constitute his 
general estate plan and, consequently, he 
should not be advised to change either 
instrument without reconsidering his 
whole estate plan. 


Drastic Increase in Taxes 


The Revenue Acts of 1932 and 1934 
resulted in a drastic increase in federal 
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estate taxes. The statement appearing 
below shows the increase in federal es- 
tate taxes under the 1934 Act over the 
1926 Act: 


Comparative Table Showing Increase in Federal 
Estate Tax on the Following Net Estates 


Net Estate Before Gross Gross Percentage of 
Exemption 1926 Tax 1934 Tax Increase 
$ 500,000 $ 12,500 $ 59,100 372.8% 
1,000,000 41,500 169,100 307.4% 
2,000,000 124,500 461,100 270.3% 
5,000,000 489,500 1,692,600 245.7% 
10,000,000 1,334,500 4,387,600 228.7% 
The necessity of raising cash to meet 
these burdensome taxes and other 
charges against estates presents a seri- 
ous problem to those charged with the 
responsibility of administering estates, 
with real estate values at such low ebb 
and with many estates today in an un- 
liquid condition. This may be solved 
through the life insurance trust by per- 
mitting the trustee to purchase securi- 
ties from the estate, thereby avoiding 
the necessity of sacrificing these securi- 
ties to provide for tax payments and 
other administration expenses. There is 
no better way for the underwriter and 
the trust representative to co-operate 
than to bring home to their customers 
the additional heavy charges against es- 
tates which these new taxes will entail. 


If a customer with an estate of $500,- 
000.00 carried $12,500.00 of insurance to 
pay federal estate taxes based on rates 
in effect prior to 1932, he would have to 
increase his insurance by about $47,- 
000.00 to keep his estate at par. If he 
does not do so the loss in income to his 
family after his death by reason of the 
payment of the additional tax would be 
about $2,350.00 per year. A man with an 
estate of $1,000,000.00 would have to in- 
crease his insurance by about $128,- 
000.00, or the loss of income to his family 
would be about $6,400.00 per year. The 
figures are startling and the average 
customer is not awake to the situation. 
Much new insurance can be written to 
prevent this serious inroad into estates. 


Insurance Trust Has Aided Underwriters 


The life insurance trust has been in- 
strumental in keeping millions of dollars 
of insurance in force during the past 


237 


few years which might have been can- 
celled otherwise. Trust representatives 
every day are calling on customers urg- 
ing them to maintain their insurance 
estates at any sacrifice, working out plans 
to avoid the surrender of policies, and 
striving to maintain undiminished that 
great groundwork of most fortunes—the 
life insurance policy. Insurance repre- 
sentatives all over the country recognize 
this work and are deeply appreciative. 


The creation of an insurance trust is 
in itself a deterrent to the cancellation 
of insurance. The maker of such an 
agreement is deeply impressed when 
reading the instrument, with its provi- 
sions for payments of income to his fam- 
ily, the authorizations to make advances 
from principal in cases of sickness or 
misfortune, for the education of his chil- 
dren, and for burial expenses. With such 
a picture of protection, the insured will 
hesitate to cancel a single policy. 


JOSEPH W. WHITE 
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Ever since its institution, the life in- 
surance trust has proven an invaluable 
factor in the sale of life insurance. It 
convinces the insured of the necessity of 
providing funds for emergencies. It 
causes him to consider what income the 
fund will produce rather than the face 
amount of his insurance. 


These aids to the preservation of exist- 
ing and to the sale of new insurance are 
fully realized by the thoughtful and ag- 
gressive underwriter, and he is ever 
ready to co-operate with the trust repre- 
sentative. Trust representatives should 
cultivate this type of underwriter and 
together they can work out satisfactory 
estate plans for customers either by a 
life insurance trust or through optional 
settlements. 


The life insurance trust and the op- 
tional settlement are the modern day 
methods for disposing of the proceeds of 
life insurance. There are cases where the 
optional settlement is preferable, others 
where the insurance trust should be used, 
and there are situations where a com- 
bination of both plans would be advis- 
able. In the final analysis the under- 
writers and trust representatives must 
realize fully that that plan which will 
best fit the needs of a customer should 
be recommended. To that end each should 
learn more of the other’s services and 
they should work together to give their 
patrons the greatest possible service— 
for therein lies their usefulness to so- 
ciety. 


Council in Boston Highly Successful 


The two national committees through 
the Statement of Guiding Principles for 
Relationships between Life Underwrit- 
ers and Trust Men have laid the founda- 
tion for a nationwide co-operative move- 
ment. The completion of the edifice now 
rests with the underwriters and trust 
men in the field. The underwriters and 
trust officials of Boston, recognizing the 
benefits to be derived from active co- 
‘ operation, in September of 1930 organ- 
ized a “Boston Life Insurance Trust 
Council,” which has had a very success- 
ful existence. The object of the organiza- 
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tion, as set forth in the By-Laws, is as 
follows: “The object of the Council shall 
be to promote the interests of its mem- 
bers, to further the growth and scope of 
life insurance and fiduciary business and 
the services which both types of business 
can render to life insurance policyhold- 
ers by intelligent co-operation and under- 
standing of the proper relationship 
which each type of business bears to the 
other and to the clients of each and to 
the general public. 


“The Council shall be advisory in char- 
acter and shall have no power to bind its 
members to any action or conclusion that 
is not provided for in this instrument.” 


The membership is open to insurance 
underwriters and trust men who are 
interested in good co-operative work. 
There are about eighty members in the 
Council, of whom thirty are trust officials 
and fifty underwriters. The Council does 
not seek a large membership, but is 
interested in securing members who will 
be active and interested in the co-opera- 
tive movement. 


Periodical meetings are held and prac- 
tical topics are discussed. Occasionally a 
distinguished speaker is invited from 
another city to address the members. 
The Council has been in existence long 
enough for the members to become warm 
personal friends. They work in friendly 
co-operation and settle disputes in that 
way. 


Such an organization, or something 
similar, should be adopted in every city. 
No better program for the first meeting 
of such an organization could be ar- 
ranged than to present the symposium 
referred to in this article. After the 
Statement of Guiding Principles has 
been read, underwriters could deliver the 
addresses, of Messrs. Ganse and Steven- 
son, and a trust representative the ad- 
dress of Mr. Stephenson, to be followed 
by a general discussion and the adoption 
of the by-laws of the organization. With 
such organizations established and func- 
tioning successfully, the two great insti- 
tutions engaged in the creation and 
conservation of wealth would be united 
for greater service. 





TRUST AND INVESTMENT ADMINISTRATION 


LOUIS WARE 


The New York Trust Company, New York City 


EpitTor’s Note: The far-reaching changes of the past few years in 
the problems of investments, taxation, real estate and accounting, 
have necessitated a thorough-going study of the factors essential to 
a trust service adequate to clients and economically practical to the 


fiduciary. 


This article presents an approach to trust organization and co- 
ordination from the point of view of an experienced engineer, based 
on his studies of management policies developed by the New York 


Trust Company. 


HE Personal Trust Division of a 
successful trust company of long 
standing is confronted with the 
continuous task of administering a great 
number of accounts varying in size, con- 
ditions, and requirements. Each of the 
trusts, estates, or other fiduciary units 
must be managed as separate business 
entities. The problems presented in meet- 
ing the legal, technical, financial and 
personal requirements are perhaps as 
varied and complex as those of any other 
line of endeavor. The business exists be- 
cause there is opportunity to render a 
worthwhile service and there are pros- 
pects of deriving a reasonable profit from 
the conduct of the work. If these results 
are to be attained, the company must 
possess capable executives, technicians, 
and clerical workers and operate as a 
well planned and well managed organ- 
ization. 

In the course of the administration of 
the various accounts, there must be 
applied the specialized knowledge and 
efforts of accountants, trust experts, 
security analysts, investment specialists, 
lawyers, tax advisers, real estate men, 
and others. These may be individuals or 
groups, depending upon the volume of 
work to be handled. The scope of trust 
functions is such that specialization and 
departmental division of the work is 
necessary. Where a great amount of trust 
business is to be handled, certain com- 
mittees are indispensable because of the 
importance of developing policies which 
affect many accounts and the need for 
consistency in administering the various 
units. With such division of work and 
responsibility, there is necessity for effec- 
tive coordination and control if the result 
of the whole is to be well handled 
accounts and satisfied clients. 
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Specialization Required Regardless of Size 


The foregoing refers, of course, to 
relatively large companies where many 
accounts are to be administered. The 
problem of handling trust work is much 
the same, however, whether it involves 
the company with several hundred mil- 
lions of trust assets or a smaller unit, 
even not excepting the individual trustee. 


A person responsible for a single trust 
may do all of the work himself but if 
he is competent and gives attention to the 
many phases of his job, he will, in effect, 
classify the various problems and divide 
them in a similar manner. Instead of his 
own investment specialist, he may dis- 
cuss that part of his responsibility with 
associates who are more informed on that 
subject or seek the advice of an invest- 
ment counsel. He would probably discuss 
tax matters with a lawyer or other per- 
son who may be able to advise him re- 
garding tax requirements. As regards 
any properties held, real estate operators 
having his confidence may be relied upon 
for specialized advice. The trustee’s job 
requires a prudent individual who can 
manage and be responsible for property 
and who, unless he is indeed an unusual 
person possessing much varied knowl- 
edge, will have the good judgment to 
seek the specialized advice of others in 
solving the many problems with which 
he may be confronted. 


In the larger company this responsi- 
bility is simply multiplied many times 
and there are grouped together a number 
of men able to direct fiduciary business. 

In the smaller company the trust official 
may obtain the advice of competent spe- 
cialists by relying upon some servicing 
organizations. A company may possess 
its own investment man but may have 
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to rely upon outside services for tax or 
other such information or, as in the case 
of a large company, the volume of busi- 
ness handled may be such that it is eco- 
nomical for the company to maintain its 
own specialized’ worker on each subject 
or even a number of men working to- 
gether as specialized departments. 

Whether large or small, the trustee’s 
job may be broadly stated as being one 
which requires bringing together reliable 
information on many technical subjects 
and judiciously applying it to the opera- 
tion of the accounts. 


Principles of Organization in Large Trust 
Institutions 


The corporate fiduciary responsible for 
a large amount of property held among 
many accounts must give first considera- 
tion to the correct alignment and direc- 
tion of the work of its executives, spe- 
cialists, and departments. Its successful 
operation is largely dependent upon good 
organization. The primary object of 


organization is control. In planning the 


work, a part of the job, such as clerical 
tasks, physical handling of the securities, 
etc., may be standardized and kept con- 
sistent by regular approved methods and 
rules. The control of the administrative 
part of the job, however, which requires 
personal and individual service of the 
officers and other supervisors is more 
difficult to arrange. Each trust company 
must plan its organization in accordance 
with its own policies and needs. There 
are, however, certain general principles 
of organization which pertain to all. 

A question which has often been dis- 
cussed is the division of the duties and 
responsibilities between the trust and 
investment specialists. In previous times, 
when direction of investments was a less 
complex problem, the work of the trust 
official was heaviest and the investment 
part of the work was in some cases per- 
formed by him with the aid of an assist- 
ant. With the increasing complexity of 
the investment work, both because of 
economic irregularities and the advance- 
ment of corporate finance in line with 
modern industrial needs, that part of the 
work has assumed greater importance. 

In planning the trust organization, in 
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addition to the volume of business 
handled, consideration must be given to 
the quality of service that is to be dis- 
pensed. If the trustee is to avoid censure 
and surcharge, accounts must be handled 
in a manner like that of a prudent busi- 
ness man handling the affairs of another 
as trustee. To have results fall just 
within that measure, a company may keep 
going with some degree of success, but 
if it is to make progress, its output must 
be of a quality that excells this require- 
ment and, with satisfied customers, dem- 
onstrates to the public its superiority. 

Much has been written regarding de- 
partmental operations and the control of 
various specialized parts of the trust 
work. The accounting system, the con- 
duct of the real estate work or that of 
the investment group and other special- 
ized parts of the work are each subjects 
in themselves to which much space must 
be given for even meager treatment. It 
is the intention here to adhere to the 
more general direction of the work and 
the organization plan. 

The administrative part of the job; 
that is, the division among executives, 
the alignment of duties and effective co- 
ordination of the whole, has not been a 
frequent topic in trust writings. This is 
probably because so much depends upon 
the particular personnel available for the 
administrative work in a given company, 
its individual policies, the character of 
its accounts, etc., which are usually con- 
sidered somewhat as an inside affair. 
There are, however, general problems 
that are to be met by all in the planning 
of the trust organization. It is proposed 
here to discuss briefly the general ar- 
rangement of a trust organization and 
to describe more completely the admin- 
istrative part of the job with special 
reference to the coordination of the trust 
and investment work. 


Line and Functional Plan of Organization 


Where the trust company is concerned 
with only a small amount of business, the 
simple “line” type of organization is 
used. In such an arrangement, there is 
one trust executive at the apex of the 
plan, wholly responsible for the accounts 
with various assistant clerks and special- 
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ists directly under him, or the amount of 
business may be such that the assistants 
are limited and the trustee must utilize 
outside services to help him in caring for 
his responsibilities. 

In the larger companies, however, 
where the volume of accounts is great 
and several groups are necessary, the 
“functional” plan of organization is de- 
sirable if control and consistency is to 
be realized. With such an arrangement, 
each trust officer directs a group of 
accounts but, as regards certain policies 
and specialized work, he is dependent 
upon departments which operate under 
the direction of other executive special- 
ists who are, in turn, only responsible 
to the one in charge of the whole. 

This is somewhat comparable to the 
modern railroad plan of organization. A 
division superintendent is entirely re- 
sponsible for operation of a portion of 
the railway but bridges that are to be 
constructed on his division, or shops that 
are to be operated must be in accordance 
with standards ordered by specialized 
departments which, in turn, are directed 
by officials who are responsible only to 
general headquarters. 

The trust company handling many 
fiduciary accounts can be most success- 
fully operated when its organization fol- 
lows the functional plan. It is not the 
most simple scheme of control, but, where 
many specialists or groups of specialists 
are to be utilized in an operation, good 
management usually presupposes such 
an arrangement. 

The first general division of work with- 
in the trust organization is that of the 
administrative duties, or the part of the 
work requiring personal contact with 
clients and decisions as to the various 
problems that arise in the administra- 
tion of the accounts; and the operations, 
or that part of the work that is confined 
largely to clerical or physical handling 
of securities, books and records, and for 
which certain definite rules of conduct 
can be arranged. Those responsible for 
operations, aside from the daily conduct 
of the work, are mainly concerned in the 
effective direction of personnel, attention 
toward improvement of methods, and 
Selection of improved records or equip- 
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ment. The administrative workers are 
entirely occupied with the specific needs 
and questions concerning the individual 
accounts. 


Personalization versus Departmentalization 


The personal and confidential nature 
of the trust business is such that in plan- 
ning the administrative part of the work 
emphasis must be given the need for 
handling the accounts individually and 
personally. Departmentalization is re- 
quired for handling the work economic- 
ally, but the impersonal units, “Depart- 
ment” or “Division,” are not of concern 
to customers. Donors, co-trustees, bene- 
ficiaries, or others can be most satisfac- 
torily served by a plan which permits 
each to be directed to some definite 
individual in the company as the one 
responsible for his particular business. 
People often establish fiduciary accounts 
because they desire to be free of detailed 
responsibilities, and even though a cor- 
poration assumes the job, they will 
probably prefer to regard some one per- 
son in the organization as their “trus- 
tee.” Failure to recognize this human 
element in planning the alignment of 
the trust organization would certainly 
lessen the personal appeal of the cor- 
porate trustee’s service. Proper admin- 
istration of the accounts, as before ex- 
plained, requires the work of many dif- 
ferent specialists. In order to preserve 
this personal attention to a client’s 
affairs it is most important, therefore, 
that the output of these various special- 
ized workers be effectively coordinated 
and literally brought to a focal point, to 
the trust officer, for satisfactory presen- 
tation to customers. There may be in- 
ternal separation of the work and de- 
partmental sub-divisions carried as far 
as necessary, but clients are better served 
if their business is handled in a manner 
such that sub-divisions of the job are 
entirely an inside matter and rarely, or 
only superficially, reach their attention. 

The trust officer in charge of an 
account must be the one who appears to 
the client as his “trustee.” He is the first 
one in the line of administrative duty and 
in the usual scheme of organization is 
charged with the management of a given 











number of fiduciary accounts. He must 
be experienced and capable as regards 
trust work and must possess that quality 
“prudence.” He is the one who repre- 
sents a company with the public and a 
very necessary item to consider in select- 
ing men for this post is their fitness to 
meet people and present the results of 
the company’s work in a satisfactory 
manner. Personal interviews with cus- 
tomers are time-consuming, but the 
account administrator must be free to 
give first attention to that part of his 
duties. It is then necessary that the de- 
partmental work reach him as nearly 
finished as possible and that records re- 
garding his accounts be kept in such 
manner that he is free of detail. The 
fitness, ability, and skill of the adminis- 
trator largely determines the quality of 
direction and results. The really capable 
account officer is of great value to a com- 
pany and it is efficacious to arrange the 
work of assistants and records so that 
his ability may be spread over many 
accounts. 

The next important division of the 
administrative duties is that of trust and 
investment, or what might be broadly 
termed, the legal and the financial parts 
of the work. By the former is meant the 
personal direction of the account with 
the various legal, tax and trust techni- 
calities that are to be considered. The 
investment work is that of directing the 
investments, analyzing the holdings con- 
tinuously to determine their suitability 
for the account and selecting new invest- 
ments as required. The direction of the 
accounts as entities with detailed atten- 
tion to the purpose for which the units 
exist, the requirements of the company 
in its fiduciary capacity, and giving at- 
tention to the persons involved as donors, 
co-trustees, beneficiaries, remaindermen, 
etc., are tasks of the trust executive. The 
investment staff is an important special- 
ized unit of the trust organization, being 
free to give its entire attention to the 
invested items of the accounts. Servicing 
the investments is a large part of the 
fiduciary job, even in normal times and, 
during recent periods of rapidly chang- 
ing values and uncertain business condi- 
tions, it has become increasingly the 
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heaviest part of the administrative work. 
The problem of planning the trust 
organization is outlined in the chart on 
page 244. The general plan of organiza- 
tion, as explained in the preceding para- 
graphs, is illustrated on page 245. 


Individual, Committee and Departmental 
Responsibilities 


The executive direction of the whole 
is the job of the one at the top of the 
trust staff. He is responsible for the com- 
pany’s trust business in its entirety and 
must manage and coordinate the staff of 
specialists and administrators. 

The operating executive has direct 
charge of the various departments and is 
responsible for getting the detailed work 
done. 

The specialist supervisor directs some 
particular part of the work within his 
company; it may be investments or tax 
or real estate. He must be an authority 
on his subject; keep informed on all 
changes, shape policy regarding his topic, 
instruct the specialist assistants in the 
department and approve all work pertain- 
ing to his specialty. The work approved 
by the specialists is further reviewed by 
committees so that it is kept consistent 
and in line with the company’s general 
policy. 

The trust officer has assigned to him 
a group of accounts and must keep in- 
formed regarding their individual needs; 
review and advise concerning the work 
of the various specialized departments, 
and submit the whole to customers as 
required. 

The committees review work submitted 
in the form of recommendations, approve 
and advise. 

Trust administration is a large subject 
and only general features have been in- 
cluded in this discussion. More detailed 
account of the application of the main 
principles described will be given as fol- 
lows: ‘ 


1. Personal attention to accounts. 

2. An example of how a specialized 
unit functions in relation to 
supervising specialists, the oper- 
ations, officers in charge of ac- 
counts, and the committees. 
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Individual Attention to Accounts 

Personal attention to an individual’s 
business with the company insofar as the 
customers are concerned, means that 
there must be some one or two executives 
who are known to those concerned with 
the business and who are kept constantly 
informed as to its particular purpose, 
requirements and conditions. This is 
accomplished by having all accounts 
definitely assigned among officers. This 
division of the work not only allows 
more executive attention to accounts, but 
also results in greater economy of oper- 
ation. However, the assignment of 
accounts must not be carried to such an 
extent that the officer is too burdened 
and cannot give the necessary time to 
any situation that may arise among the 
accounts for which he is responsible. 
The officer must be free to give careful 
and individual attention to callers if they 
are to be served satisfactorily. 

In trust offices, the officers in charge 
of accounts are usually seated at adjoin- 
ing desks on a single platform. This 
arrangement permits other officers to 
become acquainted with the customers 
who usually call on individual ones, so 
that, in the absence of the one in charge, 
the client will not have to travel far to 
find the substitute who is able to care 
for his needs. Likewise, this physical 
layout aids in the coordination of the 
work of the various executives and in 
keeping the services given the many 
accounts more consistent. The officer 
must satisfy obligations to two parties 
—his company and the client. To the 
former he is responsible for seeing that 
its interests are protected, that its work 
is conducted efficiently, in line with its 
policies and that it receives a fair return 
for its services, to the customer for the 
careful, accurate, and prompt handling 
of his affairs. The capable officer, in 
administering an account, will keep these 
two responsibilities in mind, expecting 
and demanding the support of the organ- 
ization in looking after his accounts, but 
also taking cognizance of the fact that 
his company is entitled to fair compensa- 
tion for its work. 

As before outlined, the handling of 
trusts involves so many different sub- 


jects, it is advantageous to spread the 
detail work among specialized units. 
Some of the work finished by the depart- 
ments can properly go directly to the 
parties concerned with the accounts. Re- 
mittances, routine notices, security re- 
ceipts, and stereotyped forms of advices 
which usually bear printed signatures go 
directly from departments to the mails. 
It is important, however, that all letters 
be personally signed by officers in charge 
of accounts. 


Trust Officer Personifies the Trustee 


No trust officer can be sufficiently in- 
formed regarding all phases of the busi- 
ness to supply detailed information 
directly to callers. For that reason there 
is a limit to the amount of work which 
can be brought to this focal point for 
presentation to clients. Customers desir- 
ing detailed investment information of a 
general nature may be referred to an 
investment specialist. If detailed facts 
regarding a particular security are de- 
sired, the analyst who is familiar with 
the company and security involved may 
be called upon. It is the duty of the officer, 
however, to manage this diversion of the 
caller to the specialist and handle it with- 
out confusion. Corporate fiduciaries pos- 
sessing somewhat intricate organizations 
for handling a large volume of business 
are sometimes criticized for routing cus- 
tomers from one individual to another or 
between departments for detailed infor- 
mation concerning their affairs. Special- 
ists may have a tendency to concentrate 
closely on their part of the work and end 
too abruptly wherever the customer’s 
affairs overlap another phase of the job. 
The direction of the client to others for 
information must be smoothly coor- 
dinated if the “personal attention” ele- 
ment is to be maintained. 

The personality and ability of the 
officers goes far in enabling a company 
to give personal attention to those having 
trust business. The arrangement of the 
records; that is, the tools with which 
work is done, are also of prime consider- 
ation. The business of a customer is 
broken down into lists, tickets, or records 
spread among various groups of workers. 
Each group or department maintains its 
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THE ORGANIZATION PROBLEM 


1. Division of work among specialists 
2. Coordination of whole 


3. Personal attention to each account 


THE JOB 
Property held in various 
capacities, to be administered 
and distributed in accordance 
with agreements 


THE WORK 
Required of 


‘ Real 
Accountants Tax Security Trust Investment hme Legal 
io ‘i ges e : 
Clerks Specialists Analysts Administrators Specialists - . Advisors 
Specialists 


Effectively 
coordinated 
to 


Officer in charge 
of accounts 
for presentation to 
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THE ORGANIZATION SCHEME 


Executive 


in charge of whole 


manages-coordinates 


Specialist supervisor 


Operations supervisor 
gets work done 
Personnel, records, etc. 


Specialist department 
does the detailed work 


own detail files. General files are also 
usually kept in which all correspondence 
and advices sent to customers are segre- 
gated. A perusal of the detailed happen- 
ings in a given account can be accom- 
plished by reviewing correspondence, but 
officers in charge of accounts who are to 
give this personal attention must often 
limit themselves to the more general 
aspects of the clients’ requirements. To 
thoroughly inform themselves of the 
situation in a given account requires 
reading many letters, departmental mem- 
oranda, and other items from the cen- 
tral correspondence file. A brief file in 
which such items have been entered in 
condensed form and in chronological 
order is of great help in centering the 
affairs of a customer and giving the 
desired individual attention. An officer 
directing many accounts can not keep 
informed regarding the happenings in all 


authority on subject 
shapes policy—approves 
work of specialists 


Trust officer 
in charge of accounts 
reviews, advises, approves 
and presents to clients 


Committee 
control 


without a ready reference file of some 
type. It is not feasible for him to mem- 
orize items pertaining to the many 
accounts as errors are likely to be made 
in that way. A general outline or brief 
record where he can quickly become in- 
formed of the status and recent happen- 
ings is of great aid in giving attention 
to the customer’s affairs without delay. 


Norte: In the conclusion of this arti- 
cle, to be published in the October issue, 
Mr. Ware will discuss the operation and 
coordination of the work of specialized 
departments, committees and officers in 
charge of accounts. Detailed descrip- 
tion of the account brief file and its 
application as a consolidated summary 
of the essential and current data on 
the trust account will also be covered. 
Inquiries from those interested in this 
subject will be welcomed by the New 
York Trust Company. 
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It’s Our Job to Manage 
Estates and Trusts 


“CITY BANK FARMERS TRUST 
COMPANY, America’s oldest trust 


company, whose charter marked 
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the inception of corporate trustee- 
ship in this country, is today a 
trust company exclusively. It does 
no commercial banking business 

.. sells no securities. Its entire 
personnel is dedicated to a single 
purpose — the care and manage- 


ment of the property of its clients. 


CITY BANK FARMERS TRUST COMPANY 


Chartered 1822 


22 William Street—New York 
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FIDUCIARY COURSE—ARTICLE 4 
Life Insurance Trusts 


By R. R. BIXBY 





HIS article is not intended to be 
an all-inclusive discussion of the 
subject of life insurance trusts. Its 
purpose is to outline what appear to 
us to be the high lights of the subject and 
to point out what we believe is a satis- 
factory procedure for those who desire 
a thorough understanding of the joint 
subject of life insurance and life insur- 
ance trusts. 

It was about two years ago that the 
maximum volume, to date, of life insur- 
ance trusts was reached. A rather gen- 
eral survey reveals that for the past two 
years the volume of life insurance trusts 
has suffered a marked decline. We at- 
tribute this to two causes, (1) the gen- 
eral financial depression, and (2) the fact 
that many corporate fiduciaries are no 
longer actively seeking the trusteeship 
of the smaller unfunded life insurance 
trusts nor are they endeavoring to secure 
a life insurance trust when some other 
mode of insurance settlement would be 
more advantageous to the insured’s de- 
sires. 

At our request TRUST Companies 
Magazine, during the past thirty days’ 
addressed inquiries to fifty-one officials 
of life insurance, trust institutions and 
individual underwriters all recognized 
for their extensive experience in the life 
insurance trust field. Forty-eight replies 
were received. Typical letters which we 
believe fairly illustrate the general opin- 
ions of these experts in their respective 
fields are incorporated herein. 


Personal Life Insurance Trusts 


Reading matter in “Trust Functions 
Simplified” regarding life insurance 
trusts will be found on pages 68-74. Ex- 
planatory statements are there given re- 
garding the unfunded trust, and the 
funded trust. There also will be found an 
example of an unfunded life insurance 
trust agreement and a statement of some 


purposes for which trusts are created. 


Life Insurance 


It is assumed that all readers who are 
interested in the Fiduciary Course are 
familiar generally with the principles of 
life insurance, understand the nature of 
the general types of life insurance poli- 
cies and realize fully the fact that life 
insurance is of major importance in the 
creation of an estate adequate to meet 
the desires which most persons have for 
the protection of their dependents. 
Should it happen that any reader is not 
acquainted generally with the objectives 
of life insurance and the various meth- 
ods of attaining them, we suggest that 
he consult, just as soon as possible, some 
competent life underwriter, preferably a 
C. L. U. 

General conditions in recent years have 
made the average individual’s life insur- 
ance assume greater importance than 
ever before when he analyses the actual 
condition of the estate he would leave in 
case of death. This fact should doubly 
emphasize the importance of reviewing 
periodically the arrangements made for 
the disposition of the proceeds of life 
insurance policies. 

It is true that many trust departments 
have in the past accepted trusteeships 
under life insurance trust agreements 
where the corpus of the trust consisted 
only of insurance proceeds of small 
amounts, say less than $30,000, and that 
many of these trusts have been with- 
drawn during recent years owing to 
financial reverses of the trustor and in- 
sured. On the other hand, many persons 
who still carry $50,000 or more of life 
insurance, payable outright in a lump 
sum or through one of the many modes 
of settlement provided by life insurance 
companies, are today, because of the 
decrease in value of their other property, 
badly in need of the protection that could 
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be afforded by a life insurance trust 
arrangement. 

While the amount of life insurance 
carried cannot determine whether or not 
a life insurance trust would be advan- 
tageous, we seriously doubt the desir- 
ability, generally speaking, of creating 
an unfunded life insurance trust where 
the only asset of the trust will be the 
proceeds of policies which will total much 
less than $50,000. We are firmly of the 
belief that no ultimate good can accrue 
to any of the parties concerned, if a life 
insurance trust is set up when some 
mode of settlement provided by life in- 
surance companies would better fit the 
needs of the insured’s beneficiaries. 

It is a well known fact that starting 
about nine or ten years ago there was a 
widespread endeavor to secure the co- 
operation of life underwriters and trust 
officials for the purpose of securing a 
large volume of life insurance trust busi- 
ness. What at that time appeared to 
many to be a new form of trust and ap- 
parently an easy method of selling addi- 
tional insurance caused some to be over 
zealous. The advantages of the life in- 
surance trust were too often over 
stressed, with the result that frequently 
life insurance trusts were created when 
no real need for them was apparent. 
Conditions above referred to resulted in 
much dissatisfaction for all parties con- 
cerned. Eventually a joint committee 
representing the National Association of 
Life Underwriters and the Trust Com- 
pany Division of the American Bankers 
Association was appointed. These men 
after several years’ work proposed a 
joint statement of principles on life in- 
surance trust cooperation which has now 
been adopted by both associations. That 
statement, which appeared in the Feb- 
ruary, 1934, issue of TRUST Companies 
Magazine, is reproduced here for the 
benefit of those who may not have access 


to the original. The statement follows: 

Life Insurance-Trust Relationships Inevitable.—The 
existence and continuance of active and intimate re- 
lations between life underwriters on the one hand and 
trust men on the other hand are inevitable, because 
life underwriters and trust men deal habitually with 
different but closely related aspects of estates of the 
Same persons. Consequently, life underwriters and 
trust men should have a clear understanding of and 
agreement upon the basic principles and practices un- 
derlying these relationships. 
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Relationships Focus in Estate-Analyses and Insur- 
ance Settlements.—Life insurance-trust relationships 
focus principally in insurance-settlements and estate- 
analyses. Life underwriters analyze estates to deter- 
mine insurance needs, and trust men analyze estates to 
determine trust needs. In the analysis of the same 
estate it is desirable for the life underwriter and the 
trust man to collaborate in order that each may bring 
to bear upon the analysis his special points of em- 
phasis. Such an estate-analysis usually leads to a 
general plan for a will and a mode or modes of in- 
surance-settlement. Since the mode of settlement of the 
life insurance is an integral part of the general estate- 
plan, it is desirable in such case for the life under- 
writer and the trust man to collaborate also in deter- 
mining the mode or modes of settlement of the cus- 
tomer’s life insurance. 

Life Insurance-Trust Mode of Settlement.—The life 
insurance-trust is a mode of settlement, but, unlike 
the others, it is a mode that requires the introduction 
of a trustee. It is not a substitute for the modes of 
settlement offered by the life insurance company itself 
and should not be regarded as being competitive with 
optional modes of settlement. Every mode of settlement 
has its special functions and no single mode is equally 
appropriate for all cases. Consequently, life under- 
writers should acquaint their customers with the spe- 
cial and distinctive functions of all the modes of 
settlement, including the trust, and help them to 
select the mode best suited to their particular needs. 
Trust men should present the life insurance-trust as 
one but not as the only mode of settlement. 

The Use of the Terms “Option” and “‘Trust.””-—When 
not payable in a lump sum there are two principal 
methods of distributing life insurance proceeds—(1) 
through the optional settlements of the life insurance 
policies, (2) through trusts administered by a corpo- 
rate trustee. The term “trust” in connection with an 
insurance-settlement implies a fiduciary obligation that 
is enforceable in a court of equity as distinguished 
from a contractual obligation that is enforceable in a 
court of law. For the sake of clarity and common 
understanding of terms, a mode of settlement of in- 
surance should be referred to as a “trust” or “trust 
settlement” in those cases only in which the relation 
between the life insurance company or the trust in- 
stitution and the beneficiary is, in fact, an equitable 
relationship of trustee and beneficiary and not a legal 
relationship of debtor and creditor such as exists 
under policy “options.” 

Life Insurance Options.—Both life underwriters and 
trust men realize the value and advantages of the 
optional settlements provided in life insurance policies. 

Insurance Trusts.—The life insurance trust is the 
mode of settlement especially to be considered in the 
following situations: 

1. When flexibility of administration and the ex- 
ercise of discretionary powers are needed to meet 
emergencies that cannot be foreseen or requirements 
of beneficiaries that cannot be provided for before- 
hand ; 

2. When, in connection with business insurance, 
there is need for an impartial and _ responsible 
third party to carry out promptly and faithfully the 
plan under which the insurance was effected ; 

38. When the immaturity, inexperience, or incom- 
petence of the beneficiaries create a need for the 
services of a local, experienced and impartial finan- 
cial adviser; and 

4. When the primary purpose of the insurance is 
to safeguard the estate against complications and 
shrinkage due to debts, taxes, and administration 
expenses. 

Advice of Life Underwriters and Trust Men Re- 
stricted to Their Respective Fields.—While life un- 
derwriters should be familiar with the basic prin- 
ciples of trusts, and trust men with the basic prin- 
ciples of life insurance, neither life underwriters nor 
trust men should give technical information or ad- 
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vice on matters that lie within the province of the 
other. Instead of offering technical advice or infor- 
mation on trust matters, the underwiter should con- 
sult with or call into conference a trust man of the 
customer’s choice; and instead of offering technical 
advice or information on life insurance matters, the 
trust man should consult with or call into conference 
a life underwriter of the customer’s choice. 

Life Underwriters and Trust Men Acting in Con- 
cert on Changes in Estate-Plans.—The methods of 
distribution and administration of general assets and 
the modes of settlement of life insurance are in- 
tegral parts of an estate-plan. Consequently, a trust 
man should not suggest any material change in an 
existing estate-plan that would affect the life insur- 
ance without first consulting with or calling into 
conference the life underwriter who had a part in 
working out the estate plan or the present insurance 
adviser of the insured. A life underwriter should not 
suggest any material change that would affect the 
will or trust arrangements without first consulting 
with or calling into conference the trust man who 
had a part in working out the estate-plan. 

Life Underwriters and Trust Men Mutually Help- 
ful.—Life underwriters and trust men are both en- 
gaged in the processes of estate-creation, estate- 
conservation, and estate-administration for the same 
customers. They should be mutually helpful to each 
other if they would be most helpful to their cus- 
tomers. Mutual helpfulness implies that both life 
underwriters and trust men will refrain from mak- 
ing detrimental statements about one another’s in- 
stitutions or services. The best interests of the cus- 
tomer and his beneficiaries should be the paramount 
consideration in all cases. In promoting the best 
interests of the customer, the life underwriter and 
the trust man find themselves working together in 
mutual respect and helpfulness. 


Life Insurance Trust Agreements 


Students of the Fiduciary Course are 
asked to recall or refer to Article 3, Pri- 
vate Trusts, in the August issue. All the 
rules for the preparation of legal private 
trust agreements there set forth apply 
to trust agreements which deal exclu- 
sively with life insurance policies 
whether the trust is a personal life in- 
surance or a business life insurance 
trust. The only difference is to be certain 
that the policies are adequately and 
properly assigned to the trustee in ac- 
cordance with the desires of the creator 
of the trust. When in doubt regarding 
the rights under any one or more poli- 
cies get in touch with the insurance com- 
pany or companies at once. 


Specimen Forms Used by Life Insurance 
Company In Handling Life Insurance 
Trust Matters 


The Pacific Mutual Life Insurance 
Company of California in handling life 
insurance trust matters use two forms 
of request for change of beneficiary to 
trustees, two forms of assignment to 
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trustees, and a form for a digest of the 
trust agreement. These are worded as 
follows: 


Change of Beneficiary-Trustee 


To The Pacific Mutual Life Insurance Company of 
California: 

I, the undersigned, hereby certify and declare that 
I am the identical person whose life is insured in 
and by Policy No. in The Pacific Mutual 
Life Insurance Company of California, dated 

and that said policy 

{* not jnow assigned. 

I herewith hand you the said policy and request that 
you change the beneficiary thereunder to 


an agreement 

a declaration* 

of trust between the Insured and 
said Trustee, dated 


his 
Jer successor in said trust. 
its | 

It is hereby understood and agreed that in no event 
shall the Company be responsible for the application 
or disposition of the proceeds of the death benefit of 
said policy by the trustee (beneficiary). Should the 
trust be terminated and notice thereof given to the 
Company, the death benefit will be paid to the 
Executors, Administrators or Assigns of the Insured. 
The payment to and receipt of the Trustee or in case 
of notice that the trust has been terminated, pay- 
ment to and receipt of the Executors, Administrators 
or Assigns of the Insured, shall be a full discharge 
of the liability of the Company hereunder. The Com- 
pany shall not be deemed to have knowledge of any 
modification of the trust unless it shall be furnished 
with written notice thereof. 

I hereby reserve the right to change the beneficiary 
at any time hereafter in the manner and form pro- 
vided in said policy and do expressly request that such 
right shall obtain to me in the event that the policy 
shall have been assigned to the Company as collateral 
security for a policy loan, anything in the policy to 
the contrary notwithstanding. 

It is further understood and agreed that the fore- 
going request for a change of beneficiary shall also 
apply to any supplementary agreement or separate 
contract providing for Accidental Total Loss Benefits 
which may have been issued to me by The Pacific 
Mutual Life Insurance Company of California under 
the same policy number as that above mentioned. 

In Witness Whereof, I have hereunto subscribed 
my name at 


\ 


Insured’s own signature in full 
* Use term “agreement” unless it is certain that 
the trust is made under a “declaration.” 


Change of Beneficiary-Trustee 
Unfunded Revocable Trust 


To The Pacific Mutual Life Insurance Company of 
California: 
I, the undersigned, hereby certify and declare that 
I am the identical person whose life is insured in 
and by Policy No. in The Pacific Mutual 
Life Insurance Company of California, dated 
and that said policy 
is not 
is 


now assigned. 
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I herewith hand you the said policy and request that 
you change the beneficiary thereunder to 


instrument of trust, dated 
or its successors in trust. 

I hereby expressly reserve full right, by my own act 
alone, (a) to exercise and enjoy any and all privi- 
leges, benefits and options provided in said policy, 
and, without prejudice to or in any way limiting the 
foregoing, (b) to change the beneficiary at any time 
hereafter in the manner and form provided in said 
policy (and do request that such right shall obtain to 
me in the event that the policy shall have been 
assigned to the Company as collateral security for 
a policy loan, anything in the policy to the contrary 
notwithstanding), (c) to receive or withdraw in 
cash at any time all dividends and the cash value of 
any paid-up additions to said policy purchased by 
dividends, (d) to obtain such loans or advances on 
account of said policy as may be available from time 
to time, and (e) to surrender said policy and receive 
the cash value thereof. 

If said instrument of trust is not in effect as to 
said policy at my death and notice of the termination 
of said trust has been given to the Company, then 
the death benefit shall be paid to the Beneficiary then 
designated under said Policy, or should there be no 
Beneficiary living at my death, then to my Executors, 
Administrators or Assigns, as Beneficiary. 

I hereby revoke any agreements heretofore endorsed 
on said policy or attached thereto by rider and pro- 
viding for the deferment of the death benefit or pay- 
ment thereof in instalments. 

It is understood and agreed that, subject to the 
provisions hereof, said instrument of trust and the 
trust thereby created shall apply only to the proceeds 
of said policy which may become payable by reason 
of my death, that said Insurance Company shall not 
be bound or in any way obligated by any of the 
terms, provisions or conditions of said instrument 
of trust, and that the payment of the proceeds of 
said policy on my death to the beneficiary then desig- 
nated in said policy shall constitute a full and com- 
plete discharge of the liability of said Insurance 
Company. 

It is further understood and agreed that the fore- 
going request for a change of beneficiary, including 
the above terms and conditions, shall also apply to any 
supplementary agréement or separate contract pro- 
viding for Accidental Total Loss Benefits which may 
have been issued to me by The Pacific Mutual Life In- 
surance Company of California under the same policy 
number as that above mentioned. 

In Witness Whereof, I have hereunto subscribed my 
name at 


Insured’s own signature in full 


The terms and conditions of the foregoing Change 
of Beneficiary are not in conflict with the terms and 
conditions of the instrument of trust dated 

, and are hereby approved and 


Vice-President 
Trust Officer 


Assignment of Policy With Reservations 
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and said Trustee dated ‘ 

successor in trust, all right, title 
and interest in and to the death benefit under Policy 
OR TN FO 56:06 -0:6 85h es5<385 issued by 


THE PACIFIC MUTUAL LIFE INSURANCE COM- 
PANY OF CALIFORNIA 
upon the life of 
said Assignor, however, specifically reserving to 
the right to all other benefits under this 
Policy and the right to exercise, without the consent 
of the Assignee, every option or privilege conferred 
by said Policy, all subject to the conditions of said 
Policy and to the rules and regulations of said Insurer. 
In no event shall the Insurer be responsible for 
the application or disposition of the proceeds by the 
Trustee, and payment to and receipt of the Trustee 
shall be a full discharge of the liability of the In- 
surer. The Insurer shall not be deemed to have 
knowledge of any modifications of the trust unless 
it shall be furnished with written notice thereof. 
do guarantee the validity and sufficiency of 
foregoing assignment to the above named 
Assignee, or successor in said trust, and said 
Assignee’s title to said Policy will forever warrant 
and defend. 


STATE OF 
COUNTY OF 


Notary Public in and for said County, personally 
appeared » known to 
me to be the person whose name is subscribed to the 
foregoing instrument and acknowledged that 

executed the same as free act and deed. I fur- 
ther certify that, after careful investigation in that 
behalf, I believe the said 

to be of lawful age, of sound mind and competent to 
execute said instrument and to have a full under- 
standing of the contents thereof. 


Notary Public in and for the 
County of 


THE PACIFIC MUTUAL LIFE INSURANCE COM- 
PANY OF CALIFORNIA 

in accordance with its rules, has retained a duplicate 

of this assignment. 


Secretary. 
eer 


Complete Assignment of Policy 


FOR VALUE RECEIVED 
hereby assign and transfer unto 
of Trustee under an Agreement of 
Trust between 
and said Trustee, dated 
successor in said trust, all 
title and interest in and to Policy of Insurance No. 
issued by 


THE PACIFIC MUTUAL LIFE INSURANCE COM- 
PANY OF CALIFORNIA 

upon the life of 

with full power to said Assignee or 

legal representatives to exercise all rights, options 
and privileges in connection therewith and to enjoy 
all benefits and advantages to be had or derived 
therefrom, and from any supplementary agreement or 
separate contract providing for accidental total loss 
benefits or for temporary accident and sickness dis- 
ability benefits which may have been issued on the 
aforesaid life by the said Insurer under the same 
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policy number as that above mentioned, and all sub- 
ject to the conditions of the said Policy, supplemen- 
tary agreement or separate contract, and to the rules 
and regulations of said Insurer. 

In no event shall the Insurer be responsible for 
the application or disposition of the proceeds by the 
Trustee, and payment to and receipt of the Trustee 
shall be a full discharge of the liability of the In- 
surer. The Insurer shall not be deemed to have 
knowledge of any modifications of the trust unless 
it shall be furnished with written notice thereof. 

do guarantee the validity and sufficiency 
of the foregoing assignment to the above named 
Assignee, or successor in said trust, and said 
Assignee’s title to said Policy will forever warrant 
and defend. 

WITNESS 





(Form for Notary is same as given above.) 


Digest of Trust Agreement 


(a) The Insured has executed and delivered to the 

Trustee an Agreement of Trust dated 

; and the following policy or policies 
issued by this Company are included in the Agree- 
ment: 

(b) Has the Insured reserved in the Agreement 
the right to revoke, amend or modify the trust? 

(c) Has the Insured reserved in the Agreement the 
right to change the beneficiary in the policy, or assign 
the policy? 

(d) Has the Insured reserved in the Agreement 
the right to obtain advances or loans on the policy 
from the Insurance Company? 

(e) Has the Insured reserved 
the right to dividends becoming 
policy ? 

(f) Has the Insured reserved 
the right to receive Endowment 
accrue during his lifetime? 

(g) Has the Insured reserved in the Agreement 
the right to receive all permanent total disability 
benefits ? 

(h) Has the Insured reserved in the Agreement 
the right to surrender the policy for its cash value; 
also the right to request and obtain the reissue of the 
policy ? 

(i) Does the obligation to pay premiums rest upon 
the Insured alone and is it sufficient to send pre- 
mium notices to the Insured alone? 

(j) Is it sufficient under the terms of the Agree- 
ment for premium notes to be signed by the Insured 
alone? 


in the Agreement 
payable under the 


in the Agreement 
values which may 


(Trust Company) 


Trust Officer 
(Corporate Seal) 


Comment by Blake Franklin 


Blake Franklin, junior vice president 
and assistant general counsel, The Pa- 
cific Mutual Life Insurance Company of 
California, stated: 


“For a number of years prior to 1932 
this company received many requests for 
the designation of banks and trust com- 
panies as beneficiaries under life insurance 
policies in the capacity of trustees under 
life insurance trusts. However, during the 
past two years such requests have mark- 
edly decreased and there has been a cor- 
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responding increase in the use of the so- 
called Settlement Options provided for by 
the policies in meeting the needs of policy- 
holders. 

“The company proceeds on the theory 
that if it has notice of the existence of a 
trust agreement affecting a policy it can- 
not safely disregard the terms and condi- 
tions of such agreement. Therefore, except 
when Form 1009 is used, a certified copy of 
the trust agreement is required to be filed. 
In the event objection is made to the filing 
of such copy, the company is willing to 
accept a certified copy of such excerpts 
from the trust agreement as may have a 
bearing upon the insurance. Should objec- 
tion be made to furnishing such certified 
copy of excerpts, a questionnaire, duly ex- 
ecuted by the trust officer, is accepted. 
Copy of such questionnaire is enclosed for 
your information.” 


John Barker 


John Barker, vice president and gen- 
eral counsel, Berkshire Life Insurance 
Company, summarizes his company’s 
attitude on the complementary duties of 
the life insurance company and corporate 
trustee in part as follows: 

“The plain choice by the American peo- 
ple of life insurance as the most preferred 
asset for estates draws attention to the com- 
plementary service rendered by life insur- 
ance companies and banks or trust com- 
panies in the creation, conservation and 
administration of life insurance proceeds. 
What is the true function of each? 

“A prime purpose of life insurance is the 
creation of estates; another is their con- 
servation. A cash clean up fund is the first 
necessity. Proceeds above that may be dis- 
sipated, and since the beginning of the 
century instalment options have been cur- 
rent to secure beneficiaries a guaranteed 
income over a period of life or years. 

“More recently the holding of principal 
proceeds by the companies and paying of 
interest for a period with ultimate transfer 
of principal in lump sums even more thor- 
oughly has met the requirement of conser- 
vation. Though elaborately to specify the 
devolution of small amounts through suc- 
cessive contingencies and _ generations 
smacks of entail and sets the sceptre in a 
dead hand, it is seldom that men refuse the 
dead hand its bounty. If the dead hand 
passes on a torch of progress, the result 
is helpful and ennobling and life insurance 
thereby performs a service. 

“Where then shall we draw the line? 
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With its equipment for investing and pay- 
ing, the life insurance company is prepared 
to set up and protect estates. Creation and 
conservation—but what about administra- 
tion? In so far as that word implies the 
adjustment of an individual’s affairs, scru- 
tiny and payment of bills, the exercise of 
judgment as to family requirements, in a 
word, the exercise of advisory discretion 
and continued personal counsel, the life in- 
surance company should not be called upon. 
The great work of creating and conserving, 
of assuring and making assurance doubly 
sure is a worthy and sufficient task. 

“Within, then, the high province of cre- 
ating and conserving funds which protect 
dependents and provide them the oppor- 
tunity to progress, life insurance is a peer- 
less factor and may do many things. 

“From a considerable period expended 

in guiding clients in varying situations, I 
strongly recommend not extending restric- 
tions too far beyond the grave. I recom- 
mend generous, even lavish, amounts of in- 
surance; but do not tie up too long. Where 
life is solved, it is solved ambulando and a 
young family who can walk have great 
possibilities. Insurance is to replace the 
life prematurely removed. A recent widow 
is (sometimes) a poor investor but give her 
some leeway after the period of readjust- 
ment and early put the children on their 
own. 
“When you are helping the insured set 
up his plan, give consideration to the in- 
stalment options for life or years. Larger 
payments for a fair period may do more 
to nurture your family tree than little 
payments with principal to grandchildren. 
After providing for the clean up fund and 
adequately covering the period of readjust- 
ment if the insured can swing a complete 
program, even a generous program, I be- 
lieve you will do well to keep within the 
bounds of our simple family support plan; 
—income to wife for life with due consider- 
ation of allowing her additional withdraw- 
als; income to children during minority, 
and principal to them at the age of twenty- 
one. 

“Proper amounts wisely may be devoted 
to the education of children payable in 
series of instalments beginning at age 
eighteen. The advantage of covering five 
years rather than the usual four should 
be considered; this aids in the start of a 
career after a college education. A clean 
cut provision that payments start when the 
beneficiary’s affidavit shows him to be in 
attendance at a college or university, with 
certificate of such institution of like im- 
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port, furnishes an incentive and does not 
unduly burden the life company. 

“Or, adequate proceeds may afford in- 
come to a parent, friend, brother or sister 
for life with gift over to a favorite hos- 
pital, church or charity. 

“Outside of such simple, plain and easily 
determined lines and where discretion and 
flexibility with intimate personal contact 
and advice are desired, we have partners 
and colleagues in conservation in the banks, 
trust companies and other institutions or 
individuals who administer trusts. 

“A most gratifying indication of the co- 
operative spirit is the recommendation by 
progressive banks and trust companies of 
life insurance to furnish or augment the 
funds of trusts. Partners in conservation, 
they are perhaps more than peers in ad- 
ministration. With their convenient loca- 
tion and facilities for instant counsel the 
banks and trust companies are rendering 
valuable fiduciary help and assistance. By 
availing ourselves of their cooperation, we 
reciprocate and broadly serve the public. 

“Where your policyholder desires or 
needs the flexibility of trust company ad- 
ministration of life insurance proceeds, 
funded with other property or alone, I be- 
lieve you do well to recommend the trust 
company. 

“Without desiring to order the lives of 
his successors, a man may wish to place 
the means of support with a trustee with 
wide powers of providing a dowry for 
daughters, a business capital for sons and 
education along school, college or graduate 
lines for both who deserve it. Increase, or 
shutting off of payments upon remarriage, 
the advancing of additional funds in times 
of illness, stress or strain; all these and 
the consideration of business management 
and sale of business real estate, securities 
or other holdings where such property inter- 
ests are combined with life insurance may 
be confided to a trust company. These 
matters of administration are not for the 
life companies but for executors and trus- 
tees.” 


Walter G. Schelker 


Walter G. Schelker, The Equitable 
Life Assurance Society of the United 
States, makes the following comment re- 
garding life insurance trusts which his 
company feels should be emphasized: 

“The combination of life insurance and 
trust service, commonly known as the life 
insurance trust, can be successful only if 
due recognition is given to important ele- 
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ments peculiar to each of these combined 
features. The lawyer or trust officer re- 
sponsible for the arrangement of such a 
plan must give particular study, not only 
to the legal rules governing trusts, but 
also to the terms and provisions of the life 
insurance policies to be included in the 
trust. Life insurance policy forms issued 
by different companies will be found to 
vary in important respects, and this is true 
even as to different policies issued by the 
same company. There are numerous rights 
and benefits available prior to the matur- 
ity of a life or endowment policy, such as 
the right to change the beneficiary or to 
assign the policy, the right to enjoy sur- 
render values in cash or in paid-up insur- 
ance, loans, dividends, disability benefits, 
rights of conversion, etc., and there is con- 
siderable variation with respect to the 
power to exercise these rights, that is to 
say, whether the insured alone may exer- 
cise them, or whether the beneficiary or 
beneficiaries, or others who may have an 
interest must consent. The trust officer, 
moreover, must determine whether the 
client wishes, after creating the trust, to 
continue to enjoy the same freedom as to 
the exercise of these rights as he may have 
enjoyed previously, or whether he wishes 
to divest himself of all “incidents of owner- 
ship,” and if the latter, does he wish the 
trustee to exercise the rights. The deter- 
mination as to who is to exercise these 
rights and the drafting of clear and un- 
mistakable provisions concerning this fea- 
ture, is one of the most important parts of 
the trust officer’s task, and the latter will 
wisely take every precaution to see that his 
client’s choice is made understandingly. 
The need for care in this connection is con- 
stantly being evidenced by cases in which a 
lack of such understanding on the part of 
policyholders results in disappointment. By 
way of illustration, the following case is 
quoted from an article* prepared by the 
writer: 

* “Life Insurance Trust Agreements.’’—Trust Com- 
panies Magazine, February, 1925. 


A few years ago a prominent business man 
who carried a large amount of life insurance for 
the protection of his wife and children decided 
to convert the insurance into a trust fund for 
their benefit. The policies were thereupon made 
payable to a trust company under a deed of 
trust. Some time later he found himself in need 
of funds. His life insurance policies promised 
loans and he had in the past considered them as 
a very convenient source of credit. Upon apply- 
ing to the insurance company, however, he found 
that he could not negotiate a loan with the same 
ease as formerly because the trust deed which he 
had executed was in effect an assignment of his 
Policies to the trustee. He found that he alone 
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could not give the insurance company a proper 
pledge of the insurance in order to secure the 
desired loan. He sought to have the trustee join 
with him in making the loan, but found that the 
trust agreement did not empower the trustee to 
pledge the insurance policies. 

The insurance company would have been will- 
ing to lend if all of the parties in interest would 
execute the loan agreement, including the in- 
sured, the trustee and the beneficiaries under the 
trust, but the trust deed provided that any funds 
remaining at the death of the wife and children 
were to go to possible grandchildren, or to the 
next of kin of the last survivor of the beneficiaries 
if there were no grandchildren, and it was there- 
fore impossible to determine who all of the in- 
terested persons were. He finally attempted to 
revoke the trust with the object of placing the 
insurance in the same condition as it was before 
he created the trust deed. Again he was disap- 
pointed, however, because it developed that the 
trust was irrevocable. He finally requested his 
attorneys to file a bill in equity in an attempt to 
have the trust deed reformed and rewritten so 
as to express the true intention of the parties at 
the time the instrument was executed. 


“The attempt to reform the trust deed, 
however, proved unsuccessful. 

“In the experience of the writer much 
confusion and difficulty has resulted from 
failure to have the trust agreement pro- 
vide clearly and definitely whether the in- 
sured or the trustee is empowered to exer- 
cise policy rights during the insured’s 
lifetime.” 


Best Interest of Insured 


One prominent trust officer writes: 

“T think the big thing to be considered 
now as always, is not to attempt to sell a 
life insurance trust when some other form 
of settlement would be in the best interest 
of the insured. It is the personal opinion 
of the writer that a corporate fiduciary 
must always hold itself in readiness not 
only to render this form of service but to 
seek this type of business.” 


Paul H. Conway 


Paul H. Conway, Albany, N. Y., wrote: 

“It is my opinion that life underwriters 
who are doing very much of this kind of 
work and the trust officers of most of our 
banks recognize that what few pitfalls may 
exist can be very easily avoided by close 
cooperation between the two groups. 

“Elaboration of this particular theme is 
unnecessary, for it was comprehensively 
studied and a clear restatement of govern- 
ing principles was enunciated by the com- 
mittee and later accepted by both the Trust 
Division of the American Bankers Associa- 
tion and the National Association of Life 
Underwriters at their respective national 
gatherings this year. Your own magazine 
carried the report of the deliberations of 
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our committee, and it is my suggestion that 
your students be referred to that restate- 
ment of principles which was published 
this year in this connection.” 


Controversial Questions Solved 


An official of one of the larger life insur- 
ance companies when asked for any special 
comments regarding life insurance trusts 
replied: 

“Several years ago this would have been 
an easy matter, because the whole subject 
was new and there were a good many con- 
troversial questions. Most of these have 
been worked out to the satisfaction of both 
the life insurance companies and the trust 
companies, and the business has gotten 
down to a smooth working basis. 

“For us, also, the problem is not of press- 
ing importance just now because during 
the last year there have been relatively 
few life insurance trusts written. As you 
probably recognize, under the present eco- 
nomic and financial set-up the whole ten- 
dency is toward life insurance and life 
insurance options. Undoubtedly, when our 
monetary problems are more definitely set- 
tled and attractive forms of investment 
again come into the market, this trend will 
have a tendency to be reversed. At the 
present time, however, we are inclined to 
think from our own experience that there 
is not a very great demand for life insur- 
ance trusts.” 


F. P. McGuire 


F. P. McGuire, attorney, Connecticut 
General Life Insurance Company, made the 
following comments: 

“1. The distinction should be known and 
recognized between transferring the pro- 
ceeds of a policy by a change of beneficiary 
and an assignment. 

“2. If the insured desires to retain con- 
trol of his insurance, such as the right to 
borrow, etc., these rights should be spe- 
cifically reserved to him in the trust instru- 
ment, all without the consent of the trustee 
or any of the beneficiaries of this trust. I 
have seen a number of drafts in which 
phraseology substantially like the following 
appears and which phraseology, I think, is 
very good: ‘There is reserved to the in- 
sured the right to change the beneficiary, 
take the cash or loan value, and in general 
to exercise any and all rights reserved to 
him under the terms of any policy made 
payable under this agreement of trust.’ 

“3. In the case of a revocation of the 
trust instrument, I think there should be 
some provision to cover the possibility of 
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the trust being revoked between the trustor 
and the trustee and no change of bene- 
ficiary being made effective on the policy. 
In other words, if a trust agreement is re- 
voked, a request is made to the insurance 
company for a change of beneficiary but if 
the insured dies before this can be com- 
pleted, there is then some question as to 
whom the insurance company should pay 
the proceeds. I have seen drafts providing 
that in such a case, the policy shall be 
payable to the estate of the insured while 
others provide that in the event of his 
death before a new beneficiary is desig- 
nated, the designation of the trustee shall 
remain effective. On this point, I have no 
definite recommendations. 

“4, Trustees should examine the various 
policy forms so as to be sure that the trus- 
tee is entitled to a lump sum payment and 
not to instalments. (I am assuming, of 
course, that the trustee will in all cases 
desire to have a lump sum payment and not 
payment in instalments.) The policy should 
also be examined to determine whether or 
not the insurance company pays to the trust 
company immediately upon the death of the 
insured or not. I have seen cases where the 
proceeds are to be retained by the insur- 
ance company, throughout the lifetime of 
the wife, say, and then upon her death they 
pass to the trustee. Where this latter sit- 
uation exists, I think the trust company 
should have a copy of the terms of the 
trust of the insurance company in order to 
make sure that the combination of the two 
do not create any violation of the law 
against perpetuities. 

“5. In case of a revocation of any trust 
agreement, care should be taken to see that 
the revocation is exactly in the form pro- 
vided for by the revocation clause in the 
trust agreement. This right to revoke the 
trust agreement and the rights referred 
to in paragraph 2 above should follow in 
sequence in the trust agreement and if for 
any reason any limitations on these rights 
are imposed by the terms of the trust 
agreement, that limitation should follow 
immediately after. 

“6. I think it is well to provide that the 
trustor shall have the right to revoke or 
amend the trust agreement at any time 
without the consent or joinder of the bene- 
ficiaries. The consent of the trust company 
should probably be necessary in event of 
any change or amendment which might 
effect it but in so far as revoking the agree- 
ment is concerned, their consent should not 
be required. 

“7, In drafting trust agreements, I would 
suggest that an extra copy be made avail- 
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able so that it may be sent to such insur- 
ance companies as may demand a copy of 
the instrument.” 


Mildred F. Stone 


Mildred F. Stone, agency field secretary, 
The Mutual Benefit Life Insurance Com- 
pany, stated: 

“Life insurance trusts are, of course, a 
subject which has received attention and 
considerable study on the part of home 
office men, as well as of the salesmen in 
the field. The company always has appre- 
ciated the service which trust companies 
can give the policyholders which is differ- 
ent from that which we can give through 
our supplemental agreements for the dis- 
tribution of policy proceeds. While in many, 
many cases the needs of policyholders are 
met completely through the supplemental 
agreement service of the Mutual Benefit, or 
other good life insurance companies, still 
we recognize that special conditions in some 
cases require the greater flexibility and 
provision for discretionary powers which 
are available through trust company serv- 
ice.” 

Franklin W. Ganse 


Franklin W. Ganse, Ganse-King Estate 
Service, Boston, Mass., said: 

“Accordingly, my only suggestion is that 
the importance of cooperation between trust 
officers and life underwriters be empha- 
sized and the hope expressed that the re- 
cent steps in that direction, all of which 
were emphasized at the mid-winter trust 
conference last February, will, as times im- 
prove, bring back the life insurance trust 
business to something like the proportions 
which it had assumed before the depression 
set in.” 


W. Reginald Baker 


W. Reginald Baker, with The Mutual 
Life Insurance Company of New York, 
Newark, N. J., wrote: 

“T have, during the past ten years, given 
considerable thought to life insurance trusts 
as they apply to settlements of life insur- 
ance policies. You ask if I have any special 
comments to make regarding pitfalls to 
avoid in the creation and practical opera- 
tion of such trusts. I would say, at the out- 
set, from my observations and study that 
a life insurance trust does not, in my esti- 
mation, apply to the settlement of every 
life insurance policy. There are certain 
cases, however, where it does work out to 
advantage—I refer to an insured who has 


a large line of insurance in many com-. 


panies and would like to have the income 
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from this insurance conserved, and paid 
regularly as an income to his beneficiary. 

“T feel very strongly, however, that poli- 
cies of limited amounts can be better han- 
dled in their settlement through the vari- 
ous options offered by the life insurance 
companies. These options have been made 
so elastic during the past few years that 
they practically fit most every situation. I 
think it very unwise to suggest a life in- 
surance trust under such conditions... There 
is no question that, due to economic condi- 
tions, the creation of life insurance trusts 
has met with serious set-backs during the 
past four years. Many of my clients seem 
to feel that as the life insurance companies 
are now able, through their options, to take 
care of almost every emergency that might 
arise in connection with the payment of 
their life insurance policies, they prefer to 
place their policies with their companies 
on one of the options, as there is no charge 
for any such service. 

“TI think it is a mistake for any life in- 
surance man, or trust officer, to urge the 
creation of a life insurance trust unless 
conditions warrant such action. 

“It has been my pleasure to have placed, 
during the past ten years, many life in- 
surance trusts with reliable trust com- 
panies, and I have always felt that in mak- 
ing their insurance payable this way, the 
insured was doing all in his power to con- 
serve the principal after his passing. 

“TI know that a great many life insurance 
trusts have been withdrawn from trust 
companies during the past five years, and I 
attribute this fact to the unfortunate eco- 
nomic conditions that have prevailed dur- 
ing this period. 

“T am glad to say that in Newark we 
have had the assistance and cooperation of 
our leading trust company in our efforts to 
create life insurance trusts and their help 
along these lines, I know, is appreciated by 
every life underwriter in my city. I think 
that the pitfall for any new life insurance 
representative to avoid is to be careful and 
not attempt placing life insurance trusts 
until he has made a thorough study of the 
needs of his prospect and can, after due 
consideration, advise the life insurance 
trust as best fitted to his prospect’s needs.” 


Gilbert T. Stephenson 


Gilbert T. Stephenson, vice president, 
Equitable Trust Company, Wilmington, 
Del., made the following statement: 

“Answering your letter of August 29th 
about pitfalls to be avoided in connection 
with life insurance trusts: 
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“The greatest pitfall of all to be avoided 
—and this has been a pitfall ever since the 
life insurance movement got under way—is 
that of regarding a life insurance trust as 
an end in itself. Too many life insurance 
men have regarded the life insurance trust 
primarily as a means of selling more insur- 
ance. Too many trust men have regarded it 
primarily as a means of getting more busi- 
ness. Whereas, in fact, the life insurance 
trust is now and all the while has been 
merely an instrumentality for completing 
and rounding out the service to a person in 
connection with his estate. 

“The best way of all to avoid this pitfall, 
on the part of both life insurance men and 
trust men, is strictly to adhere to the prin- 
ciples contained in the Guiding Principles 
of Life Underwriters and Trust men re- 
cently adopted jointly by the Executive 
Committees of the Association of Life Un- 
derwriters and of the Trust Division. I 
think that this statement should be brought 
home to the life insurance and trust men 
just as the Statement of Principles of 
Trust Institutions is being brought home 
to the trust men.” 


Wm. A. Stark 


Wm. A. Stark, vice president and trust 
officer, The Fifth Third Union Trust Co., 
Cincinnati, Ohio, lists five things which 
trust men should be cautioned against in 
connection with their insurance trust work. 
These are as follows: 

“1. No insurance policy should be made 
payable to a trustee under the will of a 
living person, since, if the will is revoked, 
refused probate, or set aside, there is then 
no beneficiary of the insurance. Further, 
there is in most states a chance of increas- 
ing inheritance or estate taxes by this 
method. 

“2. No insurance should be made payable 
to a trustee until there is a definite decla- 
ration of trust or trust agreement in writ- 
ing and duly executed. Otherwise, the trust 
company may find itself in a very embar- 
rassing predicament if the insured should 
suddenly die, or even if he lives and the 
trust agreement is not dated back prior 
to the time the trustee is named bene- 
ficiary. 

“3. If policies are being made payable 
to a trustee through the beneficiary route 
and there is no intent to transfer title to 
the insurance policies, then care should be 
taken to see that there is no statement in 
the trust agreement or declaration of trust 
about assigning or conveying the insurance 
policies. 

“4. Do not fight the home offices of insur- 
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ance companies and accuse them of being 
too technical. If the trust officer will con- 
sult a stock transfer man, he will find that 
he is just as technical and his work is the 
nearest parallel to the work of the insur- 


ance company’s attorneys who handle 
changes of beneficiary and assignments of 
policies. 


“5. Do not pose as an insurance expert. 
If you do, you are likely to get your nose 
bumped by making some mistake. Further, 
an underwriter will take offense at any 
such attitude. Try to learn all you can 
about insurance, so you can protect your- 
self against the underwriter with a super- 
ficial knowledge of his own game. When in 
doubt consult one of your local C. L. U. 
men.” 

Chartered Life Underwriter 


The American College of Life Under- 
writers was established in 1927. It was cre- 
ated for the purpose of supplying a thor- 
ough training for those who desire to 
follow life underwriting as a profession. 
Those who have followed their course of 
study and passed the rigid requirements 
are permitted to use the designation — 
C. L. U. Any trust man who is not now 
familiar with the course of study outlined 
by The American College of Life Under- 
writers will find it well worth while to con- 
sult one of his local C. L. U. men or write 
to Dr. S. S. Huebner, Dean of the College, 
Logan Hall, University of Pennsylvania, 
Philadelphia, Pa. 


Insurance Trust Reference Material 


There has been a large amount of ma- 
terial published relating to life insurance 
trusts. For the guidance of the student who 
desires to delve deeply into the subject we 
list as outstanding the following: 


Books 


“Wills, Trusts and Estates’—Madden. 

“Living Trusts’’—Stephenson. 

“What a Life Insurance Man Should Know About 
Trusts’’—Stephenson. 

“Business Life Insurance 
Ganse. 

“Insurance Trusts’—Scully. 

“Life Insurance Trusts’’—Horton. 

“Some Legal Aspects of Life Insurance Trusts’’— 
Horton. 

“Creating and Conserving Estates’—Robinson and 
Woods. 


Trusts’’—Sceully and 


Services 


Loose leaf services published by Nathaniel H. See- 
furth, Chicago. Commerce Clearing House, Inc., 
Chicago. Prentice-Hall, Inc., New York. 

The fifth article of this series of 
twelve, will appear in the October 
issue. Therein will be discussed Gen- 
eral Liabilities and Duties of Trus- 
tee. 
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Independence Hall 


NDEPENDENCE HALL gives per- 

manent proof of the practical clarity 
of vision of our forefathers. This same 
quality in many Philadelphia families 
has enabled financial indepen- fi 
dence to be continued from one a 
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It is the constant pur- 
pose of this bank to 
transform an other- 
wise routine business 
connection into a mu- 
tually profitable and 


pleasant relationship. 





CONTINENTAL ILLINOIS 


NATIONAL BANK 


AND TRUST COMPANY 


of CHICAGO 


MUNICIPAL CREDIT CONDITIONS REVIEWED 


Henry Hart Analyzes Reasons for Low Interest in Face of Unfavorable 
Default Record and Points to Future Problems Facing 
Municipal Management 





An address delivered by Henry Hart, 
vice-president of the First of Michigan 
Corporation, Detroit, at the annual 
meeting of the Municipal Finance 
Officers’ Association of the United 
States and Canada, September 19, at 
Philadelphia, is printed in full, except 
for two minor deletions. 


AM sure that you who are wrestling 
{ from the inside with the problems 

of municipal government, during 
this unprecedented period, can sympa- 
thize with one from the outside, who has 
been assigned the task of giving a pros- 
pectus of what is probably one of your 
most complex problems — municipal 
credit. While I assume that a municipal 
bond man is in a position to take a closer 
range viewpoint of this subject than the 
man on the street, I find my position 
somewhat analogous to that of a farmer 
who might be called upon to explain to 
representatives of the “Brain-trust’” the 


“Economic Aspects of the New Deal and 
the Farm Problem.” * * * 


These are days of strange happenings. 
Many a paradox has occurred which calls 
for explanation. The farmer I just re- 
ferred to would have to explain why he is 
called upon to destroy his wealth, to gain 
it. The municipal bond man is asked to 
explain why, within the last year, we 
have witnessed a record breaking rise in 
the prices of municipal bonds, despite 
the fact that numbers and amounts of 
municipal defaults show a _ substantial 
increase. 


Paradoxical Statistics 


In December, 1933, The Bond Buyer’s 
index of the average yield or interest 
return of the bonds of the twenty largest 
cities showed a figure of 5.52%, while on 
July 1 of this year the average was 
4.01%. On a twenty year bond this rep- 
resents a rise of over 18 points, or $180 
per thousand dollar bond. Nine out of the 
twenty cities covered by The Bond Buy- 
er’s index are among those which have 


had some serious financial problems dur- 
ing the last year (proving most eloquent- 
ly that there is no magic in mere size, as 
far as municipal credit is concerned). 
The remaining eleven cities, out of this 
group of twenty, which have kept their 
financial position impregnable, show a 
reduction in interest return on their 
bonds from 4.64% in December, 1933, to 
3.49% in July, 1934. A study of the yield 
price at which many bonds of the very 
highest grade have been selling in re- 
cent months would reveal many close to 
and even below a 3.00% basis. 

On the other side of the picture we 
have some statistics and estimates on 
municipal defaults, which, while not 
pleasant to discuss, and somewhat blur- 
ring in their effect on the lense through 
which we are trying to view this picture 
of municipal credit, have an important 
bearing on our subject. 

In November, 1932, the first recorded 
list of defaults of the present era was 
compiled. It contained the names of 678 
political units. By January, 1934, the 
total recorded amounted to 1766, or more 
than double the figure of fourteen 
months previous. On July 1, 1934, the 
figure had grown to 2385. 

As to the amount of bonds involved 
in these defaults, Mr. Chatters, in his 
admirable book on “Municipal Debt De- 
faults,” published in the summer of 1933, 
gave an estimate of $1,200,000,000. A 
few weeks ago one of the prominent 
speakers in the “You and Your Govern- 
ment” series over the air gave the latest 
estimate as $2,000,000,000. It is of course 
admitted that the statistics on the re- 
corded number of defaults are incom- 
plete. This is only natural in view of the 
existence of over 275,000 public bodies, 
and the absence of any adequate statis- 
tical service in the field of public finance. 

If we should grant that the existing 
number of actual defaults may amount 
to twice the number recorded, it is com- 
forting to reflect that the number would 
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still be only a small fraction of the total 
existing debt-incurring bodies. We should 
also keep in mind that the amount in- 
volved in the estimated defaults, and 
that means the total indebtedness of the 
municipalities reporting any default, 
whether or not the debt is past due, is 
probably not over 10% of the total state 
and municipal indebtedness. It has fur- 
ther been estimated that the actual 
amount of past due principal and inter- 
est would not be very much in excess of 
1% of the total. And I venture to predict 
that six months from now the trend in 
estimated defaults, at least in amount, 
will be in the opposite direction. The 
debts of one outstanding city and the 
lone state which have been in the default 
class account for 25% of the $2,000,000,- 
000 figure, and they are both about to 
complete successful refunding programs. 

We have accordingly been witnessing 
a decline in interest rates on municipal 
securities while defaults have been in- 
creasing in volume. Has the investor 
been casting discretion to the winds; has 


he already discarded the new resolutions 
he was making just a short time ago, 
when his coupons first began coming 
back marked “no funds,” that hereafter 
he would buy for certainty of income and 
safety of principal, and not for high 


interest return? Is the municipality 
which has been reckless in piling up huge 
debts, careless in matters of budgetary 
control, and lax in maintaining tax col- 
lections, to be rewarded by being able to 
borrow money more easily and at lower 
rates ‘than ever before? I for one cannot 
believe that such a state of affairs has 
come to pass. Perhaps the answer to our 
dilemma can be found in the old axiom 
that “you can prove anything by statis- 
tics,” or the converse “statistics prove 
nothing.” 


Interest Rates 


Let us first consider the matter of 
interest rates. Municipal bonds have not 
been the only type of investment in 
which the interest return has decreased 
and the price increased. Within the last 
year the indebtedness of the United 
States Government has increased by 
nearly five billions of dollars. During the 
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same period the average price on Gov- 
ernment securities has risen nearly three 
points, and since last December over five 
and one-half points. The Standard Sta- 
tistics’ table of sixty representative cor- 
porate securities also reveals a rise of 
nearly ten points within the year, and 
sixteen points since last December. 
(These figures were prepared a few 
weeks ago.) 

I shall not attempt to discuss in detail 
the many reasons advanced for the low- 
ering of interest rates on securities in 
general. You are familiar with the re- 
ports of the almost complete lack of new 
corporate financing during the year and 
the reasons for the same. We are con- 
stantly reading new figures as to the 
amount of cash reserves piling up in the 
banks and other institutions, with no 
apparent immediate prospects of their 
finding employment in what are consid- 
ered suitable forms of investment. As 
long as business remains at low ebb, and 
governmental policies and_ unsettled 
world conditions are such as to deter 
confidence in the future success of pros- 
pective activities, capital will go begging 
in its search for suitable outlets, and 
choice investments will bring the high- 
est prices. 

The municipal bond market has not 
only shared in the benefits from these 
general conditions, but has been affected 
by conditions and events in its own field 
of activity, which have increased the 
price of its prime securities to the high- 
est level in thirty years. 

In 1933 the total volume of new state 
and municipal permanent loans amount- 
ed to $1,127,000,000, which was only 
slightly under the average for the last 
ten years. But 43% of this financing was 
purchased by the Government through 
R.F.C. and P.W.A., leaving a greatly re- 
duced amount available to the public. 
During the first seven months of 1934, 
the volume of new permanent financing 
by states and municipalities amounted to 
$802,000,000, which was larger than for 
any comparable period since 1931. But 
again 25% was acquired by the Govern- 
ment, so that private funds seeking in- 
vestment had to be content with a re- 
duced selection. It has been only within 
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the last month that the Government has 
given serious attention to a program of 
seeking an outlet for its investment in 
municipal securities through private 
channels. While to date its offerings have 
not been large, competition from this 
source with future municipal financing 
may have to be reckoned with. 


Federal Income Tax Exemption 


Another factor which has had its part 
in increasing the demand for municipal 
securities is their exemption from fed- 
eral income tax. This is not a new advan- 
tage, but the increase in taxes authorized 
by the last Congress, and the general be- 
lief that high income taxes are to remain 
as a permanent part of our federal taxa- 
tion system, have emphasized the im- 
portance of the tax exempt features of 
municipal bonds. But again we must re- 
member that this sales argument in fa- 
vor of municipal securities may not 
always be with us. We heard much talk 
during the last session of Congress, and 
the threat is again being made, of pro- 
posals to enact legislation to remove tax 
exemption from both Government and 
municipal securities. To attempt to make 
such legislation retroactive, so as to be 
able to tax outstanding securities, would 
be clearly a breach of faith, especially as 
far as Government securities are con- 
cerned. The present investor clings to 
the belief that this will not be done. Our 
best authorities on municipal law still 
agree that the federal government can- 
not tax the instrumentalities of the 
states and their political subdivisions 
without a constitutional amendment. As 
long as we can have faith that the United 
States Supreme Court will continue to 
interpret the Constitution as it has in 
the past, we probably need have little 
fear of the taxation bugaboo immedi- 
ately affecting municipal bond prices. 
Whether or not two-thirds of the states 
will be willing to relinquish their present 
definite advantage of lower interest rates 
on public borrowings, derived from the 
tax exempt feature, even if given the 
uncertain advantage of being able to 
tax federal securities, is still a mooted 
question. 

Keeping in mind that my references to 
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the high prices prevailing for municipal 
securities have been confined to what we 
term the “high grade” bonds, we have at 
least one remaining outstanding reason 
for such a price level in the face of the 
unfavorable default record. It is that the 
list of what are now considered “high 
grade” is a comparatively short one. We 
only need to go back a very few years to 
remember the day when nearly all mu- 
nicipal bonds were classed as “high 
grade.” Defaults, tax delinquencies, de- 
ficits of serious proportion, and large 
unprotected municipal balances in closed 
banks were almost unheard of. Of course 
in those days there were different grades 
of bonds, and some municipalities could 
borrow at lower rates than others, but 
they could all borrow. 


Today the market for new funds, ex- 
cept through government channels, is 
virtually closed to the two or three thou- 
sand communities in default, to the mu- 
nicipality that is not able to maintain 
current tax collections of at least 60% 
(the average for the large cities last 
year was less than 75%), and to those 
affected by new tax. limitation laws. 
These and other conditions have at least 
temporarily so seriously lowered the 
credit standing of large numbers of pub- 
lic bodies that they could not find pur- 
chasers for new bond issues at legal 
rates. 


We have also the large class of mu- 
nicipalities whose credit has been ad- 
versely affected by publicity over tem- 
porary or near defaults, since corrected, 
poor tax collections, heavy recurring 
deficits, large floating debts, unsound re- 
funding programs, and existing direct 
or overlapping indebtedness beyond the 
customary standards of safety. Most of 
these can still find a market, but they 
must pay the penalty of high interest 
costs at a time when other municipalities 
are able to borrow at the lowest rate 
possible in a generation. 


In this select group of municipalities 
whose bonds are classed as “high grade,” 
we find the perfect illustration of “To 
him who hath shall be given.” Through 
the conservatism of their citizenry, able 
management and keen foresight of their 
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officials, and perhaps a little of the bless- 
ing of Divine Providence, they have been 
able to avoid the shortcomings and mis- 
fortunes of the local governments al- 
ready described. To be able to pass the 
test of discriminating investors, when 
the test was never more severe, and the 
number who discriminate never more 
numerous, is a notable accomplishment 
at a most opportune time. 

This select group is in a position to 
take full advantage of the various con- 
ditions which have brought about the 
extremely low interest costs for the kind 
of investments most in demand. They 
can embark on programs of needed pub- 
lic improvements, financed on the most 
favorable terms available during the 
present century, and at a time when 
sources of employment will do the great- 
est good. If they should happen to have 
outstanding bonds with callable features, 
which can now be exercised, or their 
programs contemplate certain refunding, 
they can usually refinance at material 
savings in interest costs. If their annual 
fiscal operations include short term bor- 
rowing at certain periods of the year, I 
venture to say that the officials them- 
selves are astounded at the low interest 
costs quoted them on such loans. A city 
in Massachusetts placed a loan a short 
time ago at .24 of 1% interest. And these 
are the kinds of accomplishment which 
tend to keep tax rates down, the prin- 
cipal aim, I am confident, of all public 
officials, whether actuated by political 
motives or otherwise. 

In this discussion we have placed mu- 
nicipalities in three classes with respect 
to their credit: the first, those which 
have no credit which will permit them to 
dispose of new bond issues through the 
regular channels; the second, the border 
line situations, where there are some 
blemishes on their record, for which they 
are now being penalized by comparative- 
ly high interest costs on new financing; 
and the third, those municipalities which 
have jealously guarded their credit at 
every turn, and are largely responsible 
for upholding the standing which mu- 
nicipal credit as a whole enjoys. I as- 
sume there are representatives from 
municipalities of each of these classes in 
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this audience, who as such are seeking 
methods of either bringing their own 
municipalities out of one of the lower 
classifications, or of maintaining their 
position in the highest, in the face of the 
new problems which will confront them. 
With you, the bond man who has recom- 
mended to his customers the purchase of 
your securities, has a common interest 
in these endeavors, and as one of them 
I am happy to have this privilege of dis- 
cussing with you our mutual problems. 


Credit Factors Reviewed 


The one credit factor enjoyed by prac- 
tically all municipalities to a greater 
degree than any other class of borrower, 
is that of permanency. This might be 
termed the cornerstone of municipal 
credit. A private corporation or its assets 
can be completely wiped out or become 
valueless through mismanagement, eco- 
nomic hazards, legislation, or catas- 
trophe. While theoretically the same 
might happen to a municipality, the fact 
remains that it has not occurred except 
in the most isolated of cases, and then 
probably where there was no legitimate 
excuse for the permanent existence of 
the community in the first place. It is 
true that municipalities and their credit 
can be and have been greatly damaged 
by these same causes which have wiped 
out private corporations. But the mu- 
nicipalities are still there, their debts 
remain a liability, and the courts will 
protect the rights of the creditors to the 
extent provided by law. 

Most creditors have learned that they 
cannot always take a strictly legalistic 
viewpoint of their rights. They know 
that they must temper it with practi- 
cability. The debtor municipality may 
continue to be a permanent entity, but 
if it has not maintained its ability to 
produce income sufficient to sustain itself 
and its debt service (and income in the 
final sense is the real security), the 
creditor must cooperate to help it regain 
its former position. If necessary he must 
make sacrifices. But the cooperation and 
sacrifices must be contributed by both 
the municipality and the creditors under 
a plan which is both sound and fair— 
sound in the sense that it will be work- 
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able and accomplish its purpose of put- 
ting the municipality back on its feet; 
fair to the municipality to the extent of 
making the present and future burdens 
of the taxpayers bearable under a rea- 
sonable expectancy of restored prosper- 
ity; and fair to the creditor by assuring 
the payment of just as much of his ob- 
ligation as is possible, on the basis that 
the municipality will continue as a going 
organization and be given an opportun- 
ity to overcome its present difficulties. 

It is neither practical nor fair to meas- 
ure the eventual ability of a municipal- 
ity to pay its obligations by its revenues 
or resources in the depths of a depres- 
sion. Likewise there cannot be optimism 
beyond reason. If a creditor is asked to 
give up permanent rights, which he ac- 
quired in good faith and for adequate 
consideration, it is more just to err on 
the side of optimism. If the expectancies 
are not realized, he will be called upon to 
make further sacrifices. If they were too 
conservative, he has no chance to recoup 
his unnecessary sacrifices. 

These I believe are the foundations on 
which negotiations between municipali- 
ties and creditors must be based, in the 
first steps to restore the credit of those 
municipalities which have no credit. The 
elements of good faith and reasonable 
consideration for the rights of the other 
party are of paramount importance. The 
tendency of certain officials to take ad- 
vantage of an apparent opportunity to 
gain political favor, by demanding un- 
fair debt settlements, may put such a 
stigma of bad faith on their municipali- 
ties as to postpone for a long time any 
possibility of the restoration of their 
credit. 

Likewise the tactics of certain so- 
called “bond men” in seeking profitable 
refunding contracts from municipalities, 
by encouraging the officials to disregard 
these principles, is to be condemned even 
more. Such bond men and such officials 
are a menace to the cause of sound mu- 
nicipal credit. 


Municipal Bankruptcy Act 


To facilitate the proper kind of settle- 
ments between municipalities and their 
creditors, and to eliminate the obstruc- 
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tionist tactics of unreasonable minority 
creditors, Congress has provided us with 
the Municipal Bankruptcy Act, which 
has been more fittingly described as the 
Federal Municipal Debt Adjustment Act. 
Up to the present time so few munici- 
palities have availed themselves of the 
rights under this act, that the question 
is naturally being asked if it is adequate, 
in its present form, to meet the require- 
ments of existing conditions. To the 
credit of those public officials who rec- 
ognize the importance of maintaining the 
good names of their municipalities, it 
may be said that there has been a re- 
luctance on the part of many to resort 
to bankruptcy, until it is absolutely 
necessary. They fear that the damaging 
effect upon their credit would be more 
lasting than would an adjustment of 
their indebtedness by agreement so ob- 
viously fair as to command the support 
of their creditors. It should also be 
recognized that the law is having a 
latent usefulness to the extent that it is 
serving as a threat, to be invoked if a 
few creditors threaten to upset a plan 
agreed upon by a large majority. 

There has been criticism of the re- 
quirement that a petition under the act 
cannot be filed until the plan of readjust- 
ment has been assented to by the holders 
of 51% of the debt. This does present 
problems of organization, or, in the 
modern parlance, regimentation. It fre- 
quently requires the existence of a 
creditors’ committee or a fiscal agent. 
Much abuse has been heaped on the for- 
mer, but if they represent a substantial 
portion of the bonds it usually follows 
that they possess such qualities of in- 
tegrity, vision and ability as to deserve 
the confidence of those who intrusted 
them with their securities. A fiscal agent 
selected by the municipality should have 
the same qualifications, and should be 
one who will command the confidence of 
the creditors. Beware of the racketeers 
in this field. 

I doubt if sufficient time has elapsed 
to give the new federal act a fair trial. 
Amendments may be proposed by com- 
munities who have refused to make an 
honest effort to work out their own diffi- 
culties. They have reduced valuations 
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beyond reason, precipitated defaults, dis- 
couraged tax collections, and to further 
their purpose of evading as much of 
their debts as possible, would be willing 
to carry down into the mire with them 
the great majority of municipalities 
which still have a high regard for their 
credit. They could do this if they could 
persuade Congress to amend this law 
sufficiently to undermine confidence in 
municipal credit generally. You should 
make every effort to see that it is not 
done. 

Turning to those municipalities which 
are not in default, and which enjoy some 
degree of credit today, whether it be 
mediocre or excellent, there are certain 
outstanding reasons for their position. 


Municipal Management Improved 


The investor in municipal securities 
is unquestionably giving more considera- 
tion to the factor of management than 
he ever did before, and the lack of it is 
reflected in many forms which directly 
affect credit. The very existence of an 
organization such as yours, and knowl- 
edge of some of the important work you 
are doing, does much to maintain our 
belief that the standard of management 
in municipal government is improving. 
Just one of these activities, the work of 
the National Committee on Municipal 
Accounting, can do much to strengthen 
credit. 

One practice we naturally associate 
with good management is the mainte- 
nance of a balanced budget. ‘‘Whenever a 
municipality gets away from a balanced 
budget, it is headed for difficulties” has 
practically become an axiom among mu- 
nicipal credit analysts. The officials who 
recognize the importance of a balanced 
budget have usually paved the way for 
the accomplishment by setting up re- 
serves, such as adequate margin for 
delinquent taxes. 

Another test of management is found 
in the methods pursued in collecting 
taxes. Tax delinquency is considered such 
a primary factor in measuring municipal 
credit that the Investment Bankers’ Code 
requires that it be shown on a prospectus. 
The highly commendable “Pay Your Tax 
Campaign” of the National Municipal 
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League has made available to every mu- 
nicipality the most successful methods of 
stimulating tax collections. I believe it 
is a reflection on the management of any 
municipality, suffering from substantial 
tax delinquency, not to have taken advan- 
tage of these facilities. I am glad that 
Mr. Parnell of Newark is here to testify 
to the importance of a balanced budget, 
a cash basis program, and a “pay your 
tax” campaign in improving the credit 
of his city. 

Legislation frequently goes hand in 
hand with management, or one is called 
upon to offset the deficiencies of the 
other, in safeguarding the financial oper- 
ation and credit of municipalities. Taxes 
are, of course, the principal subject mat- 
ter of such collaboration. If tampering 
with the tax laws during this coming 
legislative year continues to be as popu- 
lar a pastime as it has during the last 
two years, municipal management and 
credit will probably be facing tests more 
severe than those of the past. 

We are bound to recognize the need 
in certain sections of the country of 
legislation which will help to bring prop- 
erty, long delinquent, back on a tax pay- 
ing basis. But whenever such legislation 
overlooks the importance of making the 
payment of current taxes a condition 
precedent to concessions and extensions 
on old taxes, the damage done to current 
collections is apt to offset the good accom- 
plished in cleaning up delinquencies. The 
zeal with which favors are being prom- 
ised and extended to those who have 
neglected their tax bills, has virtually 
placed the delinquent taxpayer in a priv- 
ileged class and relegated the good citi- 
zen, who has considered the payment of 
taxes as one of his first obligations, into 
the realm of “forgotten men.” 

The importance of the campaign of the 
National Association of Real Estate 
Boards to bring about constitutional tax 
limitations need not be emphasized to 
you. In the same class are the efforts 
to exempt homesteads of certain value 
from taxation. The holder of outstanding 
bonds usually does not have much to fear 
from such proposals, as the courts will 
hold he has a right to depend on the same 
taxing power as existed when his bonds 
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were issued. It does not, however, help 
the credit standing of a municipality to 
have its employees unpaid and the main- 
tenance of its essential functions im- 
paired. 


Future Dangers 


But what I should like to emphasize 
here, even though it may be an old story 
to you, is the danger to municipal credit 
of the future. The bondholder has found, 
during the present depression, too many 
unexpected hazards, which have at least 
temporarily jeopardized some of his in- 
vestments, to have any interest in securi- 
ties for the payment of which the very 
right to levy taxes is restricted. It is 
nothing less than tragic to see the prog- 
ress of this movement, promoted by those 
so largely responsible for one of the 
major causes of the financial ills of our 
cities today, unjustified real estate ex- 
pansion. It is injecting into our constitu- 
tions the demands of popular clamor 
rather than the product of expert opin- 
ion. It hits municipal credit a blow 
between the eyes from two directions. It 
cripples that important source of mu- 
nicipal revenue, real estate taxes, which 
have been the most stable through the 
years and less subject to fluctuation dur- 
ing periods of depression, than most pro- 
posed substitutes. It takes away the most 
effective single right of the holder of a 
municipal security, that of unlimited tax- 
ation. To destroy or jeopardize the ability 
of our local governments to borrow for 
future necessary purposes, is a dangerous 
step. 

The extent of a municipality’s debt 
burden and the tendencies in recent years 
to reduce or add to it, of course have 
much to do with its present and future 
credit classifications. The bond man with 
a little vision, who did not look upon 
municipal credit entirely as merchandise 
to be bought and sold at a profit, wel- 
comed the trend in the first few years of 
the depression to slow up on authoriza- 
tions of new bond issues. He considered 
it high time for a breathing spell for 
those municipalities which had been 
piling up indebtedness far out of pro- 
portion to their increase in wealth and 
population. He thought the demand for 


lower taxes would check the incurrence 
of new debt with attendant tax increases. 
But the exigencies of the prolonged de- 
pression, and the important part that 
local government has been called upon to 
play in the recovery program under the 
“New Deal,” upset his calculations along 
this line. ; 

We cannot deny that it is the right 
time for municipalities with moderate 
debt burdens and properly balanced cur- 
rent operations to embark on needed pub- 
lic improvements. I believe that such 
municipalities, and the states which have 
been able to tap new sources of revenue 
as security, have also been justified in 
issuing short time bonds for direct wel- 
fare relief. But when the debt burdens 
are excessive, the financial picture al- 
ready complicated, and the proposed im- . 
provement in the nature of a luxury, 
increased indebtedness is bound to pull 
down the credit standing of the com- 
munity and prove to be of doubtful eco- 
nomic value. Sound management of mu- 
nicipalities in such condition will give 
greater consideration to a “pay as you 
go” program for welfare relief, and 
annually recurring capital expenditures. 
Likewise to be condemned is the tendency 
of some municipalities, which have here- 
tofore kept their credit in a sound posi- 
tion, to issue long time bonds for tempo- 
rary relief, or to fund current deficits. 
If there was ever a time when the exam- 
ples and inducements of the federal gov- 
ernment should be followed with caution, 
it is the present. 

There have been many suggestions 
advanced for the best method of con- 
trolling and limiting local government 
indebtedness. To those who are inclined 
to favor the state supervision method, I 
would commend the able address on 
“State Control of Municipal Finances” 
delivered last month before the annual 
meeting of the American Bar Associa- 
tion, by David M. Wood of New York. 

I believe that sound debt limitations 
rather than tax limitations written into 
the constitutions, together with the con- 
stitutional requirement that only quali- 
fied taxpayers are entitled to vote on 
new bond issues, offer the most satisfac- 
tory and effective methods of limitation. 





DEVELOPING TRUST NEW BUSINESS 


Story-Telling Method Employed By Provident Trust Company 
To Explain Various Types Of Fiduciary Service 


the Provident Trust Company, 

Philadelphia, convey information 
regarding various types of fiduciary serv- 
ice by the story-telling method. 

“True Stories of Ten Estates” is a 
copyrighted, illustrated booklet, of 28 
pages, 834 in. x 6 in., with overlapping 
colored cover. The first reading matter 
therein follows: 


G te 2s of the booklets used by 


If we were asked: 
“What is the most important thing 
I can do to protect my estate and 
my heirs—after making my will?” 


We would answer: 
“Acquaint your future executor 
and trustee with your estate affairs 
beforehand.” 


Three of the stories are here given in . 


full. 


We Quieted the Fears of Employees 


“While I’m alive, 7 run this business. 
When I’m gone, you do. That’s why I 
named you as executor.” 

That is how Frank Ericson, inventor and 
manufacturer of a new automobile acces- 
sory, replied when we suggested he should 
train an understudy to step into his place 
eventually. 

When in time we took over our duties 
of executorship, the employees were afraid 
the Ericson Company would fail and throw 
them out of work. Competition endangered 
the company’s profits. Litigation over 
patents was threatened by rival inventors. 
Bidders sought to buy the business at less 
than its value in the belief that a forced 
sale was necessary. 


We explained the situation to the em- 
ployees and won their loyal support in con- 
tinuing the business efficiently. We reor- 
ganized the sales end to meet competition. 
We employed an expert patent attorney to 
protect the estate’s interests against in- 
fringement. Meantime, convinced that the 
heirs would best be served by sale of the 
business and reinvestment of the proceeds 
in securities, we sought a buyer for the 
plant. 


266 


After running the business for fifteen 
months, during which time it made $35,000 
profit, we sold it for $50,000 more than the 
heirs had expected. The buyer retained two 
of our officers on his board of directors, 
since he had two young sons who would 
some day inherit the business. 

Have YOU arranged your estate affairs so 
that your business will be carried on success- 
fully? Have YOU taken your future executor 
and trustee into your confidence on the prob- 
lems that will arise when your property 
becomes your estate? Our trust officers are 
constantly engaged in solving practical busi- 
ness problems and are always available for 
consultation. 


His Last Dollar Gone 


When James Rollins, self-made, success- 
ful, came to us and told how he wanted his 
estate distributed by us as executor and 
trustee, we had to say, “Sorry, but we do 
not care to act under the plan you suggest.” 

He was astonished. “Why?” he asked. 

“Because,” we replied, “you want us to 
give your son $4,000 a year for his college 
education, and then give him his share of 
your estate outright when he is 25.” 

“Would that be wise for your son?” asked 
the trust officer. “If he had $4,000 a year to 
spend at college, and then at twenty-five 
got his share of your estate outright, might 
you not be educating him to throw his 
inheritance away. Your estate distribution, 
so far as your son is concerned, might be 
estate dissipation.” 

“Well, what do you suggest?” he asked. 

“You might care to do this,” we replied. 
“You are forty-five. Your wife is consider- 
ably younger. Your son is eight, and you 
have an aged mother dependent on you. 
Leave your estate in trust. Give your 
mother a monthly income for life. Give all 
the rest of the income to your wife. Allow 
her to withdraw a certain amount of 
principal at stated periods during her 
widowhood. Give us the right, if necessary, 
to spend principal for your son’s college 
education. On your wife’s death continue 
the trust for your son, allowing him the 
right to withdraw one-third of the principal 
when he is thirty, and another third when 
he is thirty-five, but keep the remaining 
third in trust for him for life, so that he 
would still have an income. should he lose 
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all his other money. When he is grown 
and you can tell more about his abilities, 
you can easily change this to fit the situa- 
tion.” 

James Rollins adopted our plan. Today he 
is thoroughly satisfied that he has found 
a happy estate solution which protects all 
his heirs. 


Have YOU worked out an estate distribu- 
tion plan without getting expert advice on 
it? Our trust officers are always available 
for consultation. 


The Manager Resigned... 


When Harvey Williams made his will he 
forgot that the experienced and valuable 
manager of his business was a human be- 
ing. 

The estate consisted mainly of this going 
business. The will directed that the busi- 
ness be incorporated, that certain shares 
be given to the widow and to two young 
sons just out of college, and that the sons 
should have first option to buy the entire 
business. 

A good plan as far as it went—but weak 
in that the real problem, as we soon dis- 
covered, was how to keep the business go- 
ing. For the manager of the plant, not the 
two sons, was the driving force in the 
success of the business. And as soon as the 
sons took control, the manager became dis- 
satisfied, resigned, and set up a rival busi- 
ness, with serious results to the sons. 

How much better it would have been if 
the father had created a trust, leaving the 
control of his business in the hands of the 
trustee for a few years. This would have 
given the sons time to gain experience and 
the trustee time to reconcile the differences 
between the sons and the manager, retain- 
ing the latter’s valuable services—possibly 
by taking him into the business. But the 
testator had overlooked the human equation. 

How about YOUR plans for estate distribu- 
tion? Are you disposing of your estate with- 
out benefiting by the advice of estate experts 
long experienced in both the financial and 


human aspects of estate settlements? Our 
officers are always available for consultation. 


The titles of other stories in this book- 
let are “She Had to Leave College”; “I 
Want My Son to Get Some Good Business 
Training’; “She Might Be Tempted To 
Use the Principal’; “Your Own Child— 
Is She, Too, Protected?” ; “Both Brother 
and Sister Wanted the Orchards”; “That 
Boy of Yours’; and “Both Can’t Be 
President.” 
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Then follow three pages of information 
regarding “Your Executor and Trustee— 
A Business Matter and a Personal Mat- 
ter,” a part of which reads: 


You want two qualities in your executor 
and trustee—business qualities to handle 
business problems, and human qualities to 
handle human problems. 

Experience has shown, and common sense 
tells you, that no individual acting as 
executor and trustee is likely to bring to 
his task all of the business qualities essen- 
tial to the best executorship and trusteeship. 

As the cost is no greater and often less, 
will you not, therefore, on a strictly busi- 
ness basis, get more for your money by 
using a trust company executor and trustee? 

Now consider the matter of human 
qualities. 

Question: Can a trust company executor 
and trustee bring to its task the same. 
human qualities possible to an individual 
acting in the same capacity—personal con- 
tact, friendliness, sympathy, sincere in- 
terest, and real human understanding? 

We think so. Here at the Provident our 
constant aim is to make the Company any- 
thing but a cold-blooded, impersonal, in- 
animate thing. While in name it is an in- 
stitution, in fact it is a trained organiza- 
tion of human beings—men and women 
who are like all other men and women— 
with the same ability as any individual to 
understand, to sympathize, to take a friend- 
ly, sincere interest in the welfare of cus- 
tomers. 

When appointed as executor and trustee, 
the combined experience, skill and personal 
interest of Provident Trust Company direc- 
tors and officers will be exerted in your 
interest. 

We shall be glad to consult with you and 
your attorney on all matters relating to 
trust and estate problems. 

And finally, it is wise to acquaint your 
future executor and trustee with your 
affairs now. 


The Selling Value of the Trust Approach 


One 7%% in. x 4% in. and cover booklet 
designed especially for life underwriters 
is entitled, “The Selling Value of the 
Trust Approach.” On the first page ap- 
pears: 


If this booklet proves of value to our 
life insurance friends in the writing 
of additional insurance through the 
medium of the trust approach and 
the protection of their clients’ in- 
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terests, Provident Trust Company of 
Philadelphia will feel well rewarded. 


The opening statements in this booklet 
follow: 

Most men with families have a problem 
in that their estates are not adequate to 
provide comfortable incomes for their wives 
and assure the education of their children. 

The insurance trust provides an approach 
which immediately challenges the thought 
of the prospect. The underwriter, in dis- 
cussing the future of the prospect’s wife, 
and the education of the children, will 
appeal far more to the prospect than by 
confining himself to such cold business 
propositions as policies and premiums. 
Therefore, in serving his prospect, he has 
the advantage of the same effective sugges- 
tions which the trust man makes. 

However, the underwriter is interested 
in the insurance trust for these reasons as 
well, because: 

—frequently it will better serve his 
client. 
—in discussing the matter with a trust 
officer, he, as a disinterested third 
party, when he sees the need of addi- 
tional insurance, will recommend it. 
—in addition to immediate sales, in 
thinking out a problem along trust 
lines, the trust officer will often sug- 
gest a program for the purchase of 
additional insurance in the future 
which is very likely to be followed. 

—a client well served is often willing 

to recommend a similar plan to others 

—thus producing good leads. 

There is a strong appeal to the average 
man in the suggestion that he have a trust 
company analyze his estate and make con- 
structive and impartial suggestions from a 
practical, business point of view, without 
obligation. 


Your Prospect List 


We believe every underwriter should plan 
to go over his clients’ policies periodically 
to see whether or not the insurance trust 
would make a better form of settlement than 
that which the client has arranged. If this 
is not done, some other keen underwriter 
using a trust approach may disturb that 
particular connection. Our experience proves 
this probable since practically every pros- 
pect brought to us by underwriters has 
policies in several different companies. In 
most cases, this means that the various 
underwriters who sold the prospect these 
policies failed to plan for the proper dis- 
tribution of the life insurance proceeds. 
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Experience proves that the underwriter 
who helps establish a trust usually receives 
the prospect’s future insurance business. 


Talk Over Your Problems With a Trust 
Officer in Advance 


Underwriters have often found that they 
can help their sales approach in difficult 
cases by talking over the facts with a trust 
officer in advance. The trust point of view 
often suggests the most effective approach 
to the client’s problem. Moreover, this plan 
will save unnecessary detail and possible 
embarrassment when the trust officer finally 
meets the prospect. 

This booklet has been created to help 
make the essentials of the trust approach 
clear to the new underwriter, or to those 
who have not used it as a sales method. 
Herein is a brief description of the Life 
Insurance Trust, also a summary of its 
practical advantages, and seven true stories 
which are typical of insurance sold by 
means of the trust approach. These are 
described in some detail, from the first con- 
tact with the prospect to the signing of the 
trust agreement. Each of the cases repre- 
sents the writing of insurance that would 
not otherwise have been sold. 

Then follows a description of the life 
insurance trust—What it is; funded and 
unfunded trusts; the trustee’s commis- 
sion, together with a summary of the 
advantages of the life insurance trust. 

The following examples will illustrate 
the type of cases outlined in the booklet: 


More Protection Was Badly Needed 


Mr. Harris had a wife and young chil- 
dren and carried only $50,000 in insurance. 


“Mr. Harris,” said the underwriter, 
“would your wife consider $50 a week 
sufficient income?” 

“No, of course not,” said Mr. Harris. 

“Then,” said the underwriter, “is it 
not likely that the $50,000 principal 
which she would receive would be 
drawn upon so that sooner or later, 
let us say five or six years at the most, 
she might be penniless with the chil- 
dren not yet educated?” Mr. Harris 
agreed that this might happen. 

“I would suggest,” said the under- 
writer, “that you come over with me 
to Provident Trust Company and talk 
over this matter of protection for your 
wife with one of their trust officers. 
His attitude will be disinterested and 
impartial. I have my own ideas as to 
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what you should do, but I want you to 
feel that the recommendations are made 
by a man who is in the business of 
trust administration and who knows 
how much income a capital sum can 
be expected to produce safely. It won’t 
cost you anything.” 

Our trust officer grasped the situation at 
once. He recommended an additional $100,- 
000 insurance which, with the $50,000 al- 
ready in force, was to be protected under 
a trust agreement. This would provide a 
safe income of approximately $7,500. In 
addition, it was agreed to increase the 
principal amount of insurance by $25,000 
during each of the next two years, thus 
creating a trust which would total $200,000. 

Here was a situation in which the under- 
writer realized the advantage of having 
the recommendation of a large amount of 
additional insurance come from a disin- 
terested third party. It was good salesman- 
ship and will result, undoubtedly, in the 
placing of the future new insurance by the 
same underwriter. 


Beneficiaries Often Invest Unwisely 


This underwriter knew that his prospect 
had a young, attractive and impractical 


wife who would be certain to treat any 
principal sum which she received as in- 
come. The prospect carried $100,000 in 
insurance which the underwriter suspected 
would pass to the wife outright by will. 
Tactful inquiry confirmed this and the un- 
derwriter launched his attack. 


“Have you ever thought, Mr. Brown, 
of what your wife might do to the 
accumulations of a lifetime by inex- 
perienced investment, - assuming she 
received your property outright, plus 
this $100,000 in cash?” 

Mr. Brown agreed that he had given 
the matter some little thought, but had 
never considered the dangers serious. 

“Why don’t you ask your wife when 
you go home this evening,” said the 
underwriter, “what she would do with 
$100,000 if she were asked to invest it? 
I will drop in to see you in a day or 
two.” 

When the underwriter called two 
days later, Mr. Brown greeted him with 
a smile. “You know,” he said, “my 
wife said she would buy $100,000 worth 
of some fancy stock that her cousin 
was telling her about, which he expects 
will make a fortune. It may be a good 
proposition, but it’s not going to get 
any of my money.” 
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“All right,” said the underwriter, 
“let’s face the facts. Your present 
estate arrangements should be gone 
over by a trust officer at the Provident, 
whom I know will give you sound, im- 
partial advice.” 

In the interview with us it was arranged 
that the bulk of Mr. Brown’s property is 
to be held in trust by us for the benefit of 
his wife, passing to the children at her 
death. The $100,000 insurance policy is 
placed under a separate trust agreement 
with income likewise payable to the wife 
and with provisions that such portions of 
the principal as may be needed may be 
expended by the executors for. estate ex- 
penses, taxation, etc. An additional $50,000 
policy was taken out and included in the 
trust, to bring Mrs. Brown’s income up to 
the amount Mr. Brown estimated she would 
require for ordinary living expenses and 
the children’s education. 


Underwriter, Attorney and Trust Company 
Worked Out This Plan 


A life underwriter had a valued client 
who was a successful business man of sixty 
—let us call him Mr. Warder. His two sons 
were in business with him. Seeking a logical 
approach, the underwriter had had several 
discussions with Mr. Warder about his 
business and family problems. Insurance 
had not been discussed. 


Mr. Warder was anxious that the 
business should pass undisturbed to 
his sons at his death. He had consid- 
ered a partnership with the sons, but 
wished to retain control. The business 
was worth about $50,000 and Mr. 
Warder had $150,000 in securities in 
addition. 

It occurred to the underwriters that 
if adequate provision were made for 
the sons and they were also given the 
business on Mr. Warder’s death, Mrs. 
Warder would not be sufficiently pro- 
tected. Here was his opening. 

The underwriter brought Mr. Warder 
to us for a discussion of his business 
problems. His attorney was also called 
in. As a result, the business was in- 
corporated. Each of the sons was given 
10 per cent stock interest outright. Mr. 
Warder entered into an agreement 
giving them the option of purchasing 
the remaining 80 per cent at his death. 
His will provides that three-quarters 
of his estate is to be held in trust for 
his wife, the remaining one-quarter to 
be divided between the sons to furnish 
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cash for the purchase of the stock. In 

order that Mrs. Warder’s income should 

not be decreased by this arrangement, 

Mr. Warder took out $50,000 in insur- 

ance and placed it under a trust agree- 

ment for Mrs. Warder. 

Here is a case where clear thinking from 
the estate and trust angle created a satis- 
factory plan for the client, with under- 
writer, attorney and trust company co- 
operating. 


Eight True Business Stories 


Another illustrated booklet, 10% in. x 
65, in., 24 pages and colored cover, 
presents eight problems with a solution 
for each. On the title page of this booklet 
under the name of the company is this 
wording: 


AMERICA’S PIONEER LIFE INSURANCE 
TRUSTEE 

The second page is blank which aids 
in playing up the following wording at 
the lower part of the third page: 

We violate no confidences in these stories based 

on our actual experiences, because they have 

been disguised by changes in unessential details. 

The fifth page is given over to this 
statement: 


Many men have come to us with these 
questions :— 

1 How can I be sure that when I am 
gone my family will be relieved of 
the cares and uncertainties of. my 
business without financial loss? 
How can I protect myself (in the 
event of the death of one of my 
associates in a close corporation) 
against the passing of his stock 
to outsiders? 


How can I arrange for a prompt 
and safe liquidation of a partner’s 
interest in the event of death? 


How Provident answered these ques- 
tions and others for a number of men 
is told in these eight True Business 
Stories. 

Your own problem may be like one 
of these. Why not bring it to us? 


Examples of the problems and the solu- 
tions offered follow: 


To Protect a Business and Prevent Family 
Discord 
Problem: Henry Ross and his brother Fred 
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each owned one-half of the total out- 
standing stock in an incorporated busi- 
ness worth $500,000. 


Henry and Fred were firm friends, but 
neither was congenial with the other’s 
family. When Henry and Fred came to 
us with a question as to how to ensure 
the perpetuation of the business in the 
event of the death of either, we recog- 
nized the danger of the situation. 


We pointed out that if either brother died 
his widow would have as much to say 
about management as the surviving 
brother. Conflict between the survivor and 
his sister-in-law might lead to serious 
results for both family and business wel- 
fare. 


Solution: Here is the solution we offered: 
That all the stock be placed in our care 
as trustee under an agreement, together 
with insurance policies on each brother’s 
life equal to the value of his stock— 
$250,000 in each case. The agreement 
provided that on the death of either 
brother his $250,000 in stock should be- 
come the property of the survivor and 
proceeds of his insurance, or $250,000 in 
cash, would be held in a separate trust 
for the benefit of the widow and children 
of the deceased brother. 

This plan gives the surviving brother own- 
ership of all the stock and the freedom 
to carry out his own business policies. It 
also provides the deceased brother’s fam- 
ily with cash and relief from the uncer- 
tainties of the business. 


Rewarding Faithful Employees, Yet Retain- 
ing Control of Stock 


Problem: Sometimes the death of the owner 
of a business leaves faithful employees 
of long standing unprovided for. So we 
were especially interested when Mr. 
Bradford—a prosperous manufacturer— 
came in to ask us about the question of 
giving a stock interest to his chief help- 
ers to reward them and to encourage 
their active cooperation. 


The real problem was how to give those 
employees the earnings from considerable 
blocks of stock for life and provide that 
when the employees died their heirs 
should receive the cash equivalent for the 
stock, which Mr. Bradford then wanted 
returned to him or his heirs. 


Solution: Here was our suggestion: Insur- 
ance was to be taken out by the corpora- 
tion on the life of each employee equal 
to the value of the stock allotted to him 











by Mr. Bradford. The insurance policies 
and the stock were to be lodged with 
Provident under Trust Agreements which 
provided that at the death of the em- 
ployee the stock be turned over to Mr. 
Bradford or his estate and the life insur- 
ance proceeds to the deceased employee’s 
family. 


One Owner Was Uninsurable 


Problem: Frederick Atkinson and his son 
William each owned one-half of the stock 
in a $60,000 corporation. 

Each wished that upon his death the sur- 
vivor should have sole ownership of the 
company, but each had family obligations 
that made this difficult. 

The father was about sixty and the son 
forty. Curiously enough, the son was un- 
insurable and the father insurable. 

Solution: This was our solution: Mr. Atkin- 
son, Sr., took out $30,000 in insurance. 
Premiums: were paid by the son. At the 
same time Mr. Atkinson, Sr., agreed to 
deposit amounts equal to the premiums 
in a sinking fund. All of the corporate 
stock, the $30,000 in life insurance, and 
the sinking fund were placed under a 
Trust Agreement with Provident Trust 
Company. 

It was provided in the agreement that on 
the death of the senior Mr. Atkinson, the 
trustees should apply the insurance 
toward the purchase of his stock for the 
benefit of the son. If the value of the 
stock should then have increased so that 
the proceeds were insufficient, notes were 
to be given by the son for the balance. 


Should Mr. Atkinson, Jr., die first, the 
trustees were to apply the amounts paid 
into the sinking fund by his father 
toward the purchase of the son’s stock, 
taking notes from the father for the dif- 
ference. 

By this plan the father or son who sur- 
vives is assured of complete ownership 
of the corporation, even though one is 
uninsurable. 


The concluding statement of this book- 
let follows: 

Provident Trust Company wishes to 
point out that these business problems 
were solved because of contacts made 
possible by capable life underwriters. 

The cooperation of these under- 
writers, representatives of many lead- 

ing life insurance companies, is grate- 
fully acknowledged. 
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Fiduciary Services Stressed in 
Statement of Condition 


The Equitable Trust Company, De- 
troit, Mich., devotes considerable space 
of their six-page, 31% in. x 7 in. state- 
ment of condition, as of June 30, 1934, 
to trust services. On the outside of the 
front cover appears— 


“A trust company cannot sell its 
services even to a wise man. It proves 
its own wisdom and the service sells 
itself.” 


This quotation was taken from the 
article by John B. Kennedy of the Na- 
tional Broadcasting Company and Col- 
liers Magazine, which appeared in TRUST 
Companies Magazine, December, 1933. 

The first of the inside pages reads as 
follows: 


A Good Trustee Has: 

HIGH RATING—meaning “repute.” 

EXPERIENCE—“Experience is the best 
teacher.” Trust property is entitled to 
the full benefit. 

CONTINUITY—Independent of individ- 
ual frailties. 

ACCESSIBILIT Y—A trustee on a Euro- 
pean trip or on a golf course can be 
inconvenient. 

TRUTHFULNESS—tThe trustee is a de- 
positary of public faith. 

PROFESSIONALISM—First rate man 
power having business acumen and con- 
servative judgment. 

FALLIBILITY—Not claiming to be per- 
fect, but making fewer mistakes than 
a single individual. 


In smaller type appears this wording: 
“Trust Funds are received and deposited 
as such and are kept entirely apart from 
monies belonging to the company or used in 
its operation.” 

Another page lists trust officials grouped 
under five headings, “Corporate,” “Receiv- 
ership,” “Personal,” “Mortgage Service” 
and “Real Estate Service.” 

Below the trust personnel list appears 
the following: 

“The Equitable Trust Company acts as Execu- 
tor, Administrator, Guardian and Testamentary 
Trustee; Agent and Trustee for Individuals and 
Corporations; ._Trustee under Life Insurance 
Agreements; Depositary, Escrow Agent, and 


Receiver; Registrar and Transfer Agent; Man- 
ager and Supervisor of Real Estate.’ 
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Tomorrow 
Wills—Trusts—Estates 


For the information of the public in 
regard to their trust services, the Brook- 
lyn Trust Company, Brooklyn, N. Y., 
uses three booklets, all standardized to 
the size of 73% in. x 4% in., with over- 
lapping cover. Short, concise titles are 
used on the outside covers in black ink on 
a colored background. At the lower edge 
of the colored plate is the company’s 


emblem. 

“Tomorrow” contains a total of 32 
pages, with 24 pages of reading matter 
regarding wills, trusts and estates. The 
subject matter is divided into the follow- 
ing six parts: 


Answers to Questions Frequently Asked 
I—WILLS AND ESTATES IN GENERAL 


Who may make a will? 

Why is it a duty to make a will? 

What is the best time for making your will? 

What happens if there is no will? 

Must an individual administrator file a bond? 

Should a husband make a will if he intends his wife 
to have all his property? 

Is a will desirable when property is jointly owned? 


II—PREPARATION OF THE WILL 


Why should your will be drawn by a lawyer? 

Is it desirable to include an inventory of your prop- 
erty? 

Why consult the Brooklyn Trust Company before 
having your will drawn? 


III—PROVISIONS OF THE WILL 


Why is there an immediate need for cash and how 
may it best be provided? 

Must a person be mentioned by name for the pur- 
pose of disinheriting? 

May you treat your children differently in your will? 

Has the surviving spouse any specified choice under 
law? 

What recognition by will may be made of the pos- 
sible remarriage of a surviving spouse? 

Why is it desirable to create specified trusts by will? 

What are Trusts? 

What are the kinds of trusts which may be of value 
in will-making, and why? 

How may you provide for holding your home intact? 

How may you safeguard your son under possible 
contingencies ? 

How may you safeguard your daughter’s inheritance 
in the event of her marriage? 

For how long may the action of a testamentary trust 
be continued? ' 
Should charitable bequests be made outright or in 

trust? 


IV—SELECTING AN EXECUTOR OR TRUSTEE 


Why is a trust company better fitted than an in- 
dividual for serving as executor? 

What happens if an executor dies? 

Does trust company service permit personal contact 
with the heirs? 

May an individual be appointed to act as coexecutor 
with a trust company? 

What are the legal executor’s fees? 





V—SAFETY OF TRUST COMPANY ADMINIS- 
TRATION 


Are estate assets mingled with general trust com- 
pany assets? 

What would happen if a trust company should fail 
while administering an estate? 

Does a trust company guarantee the safety of the 
assets it administers? 

Upon what basis does the Brooklyn Trust Company 
make its investments as trustee? 

Does a trust company guarantee the rate of income 
on its investments as trustee? 

What are discretionary powers? 

Is it possible to authorize discretionary payment of 
part of the principal to beneficiaries? 


VI—ESTATE TAXES 


What taxes must be provided for in the settlement 
of an estate? 

Must such taxes be paid within a certain period? 

What amount of time is likely to be involved in 
settling an estate? 


Excerpts from the reading matter follow: 

“Tomorrow always comes. Every tomor- 
row is on its way to become a today. 

“Because the inevitability of the future 
is fundamental in all human planning we 
have issued this booklet, which is prepared 
for those to whom the future is so real that 
they wish to safeguard the interests of 
others by giving serious thought to the 
vital question of will-making. 

“All things considered, your will is an 
extremely important instrument and delay 
in its preparation is dangerous. It should 
be clearly expressed in proper legal form, 
which is a task for a lawyer. If you try 
to draw your own will, unfortunate phras- 
ing or ignorance of the law may defeat 
your own desires. 

“The preparation of a will is quite as 
much a duty as it is a right. Without it, 
the estate will be distributed to those des- 
ignated by law to receive it. Even though 
you may understand the law governing 
such cases and be satisfied with its pro- 
visions, a will tends to simplify adminis- 
tration of an estate and makes possible 
important economies of both time and 
money. 

“By all means do not put off making your 
will until illness or threatened death clouds 
your judgment and forces you to uncon- 
sidered decisions. 

“Now is the best time. 

“The subject of wills is broader and more 
complicated than is generally believed. It 
has concerned millions of people during 
thousands of years and has been the cause 
of almost endless legislation and countless 
court decisions. In the course of all this 
effort, certain principles have been estab- 
lished and certain methods approved as 
those most likely to accomplish their pur- 
pose. Such things cannot be guessed; they 
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must be learned. The statements made 
herein are based on long experience and 
upon the law and practice of the State of 
New York. 


Long Experience 


“The Brooklyn Trust Company has ad- 
ministered thousands of estates during twe 
generations. Acting frequently as executor 
and trustee, it has been able to observe how 
the provisions of wills work out in actual 
practice under all sorts of conditions. Hun- 
dreds of questions have arisen, the most 
common of which have been listed in the 
index of this booklet with answers appear- 
ing on the pages indicated. 

“We wish to impress the reader with 
the importance of seeking competent legal 
talent in the drawing of wills and trust 
agreements, and it is furthest from our 
idea to have the statements in this booklet 
considered as legal advice. For practical 
suggestions and general discussions con- 
nected with individual cases, the officers of 
our Trust Department will be glad to confer 
with you at any time.” 

At the middle of the booklet on a double 
page spread is a chart showing distribution 
of property by the laws of the State of 
New York, when there is no will. 


Selecting an Executor and Trustee 


“The selection of executor and trustee is 
an extremely important division of the 
entire subject. After the actual defining of 
the intentions of the testator (the maker 
of the will) it is necessary to make certain 
that these intentions will be carried into 
effect. This is the duty of the executor, and 
at this point innumerable wills have run 
into difficulties. 

“Every observer must realize how plainly 
the present tendency among farsighted men 
favors the naming of a trust company as 
executor. The older plan of having some 
individual act as executor is beset by diffi- 
culties to which no will-maker can be blind. 
An individual is likely to be busy with his 
own affairs and thus able to give only 
casual attention to his duties under a will. 
He may lack judgment or facilities or even 
honesty. Furthermore, he may not live to 
execute his duties for long. In such a case 
the complication is immediate. 

“Unless specific provision is made in the 
will, the death of an executor necessitates 
application to the court for the appoint- 
ment of an “administrator with the will 
annexed” or a substitute or successor trus- 
tee to complete the settlement. 


Experience Important 


“This necessarily involves a new hand 
taking hold of one’s estate, a new person 
becoming acquainted with the condition of 
one’s affairs and with the plans of his 
predecessor. Such transitions frequently 
cause waste of time and money while in- 
flicting hardship on beneficiaries. 

“Worry of this kind is not necessary. 
The serious faults of the individual executor 
system may be completely avoided by nam- 
ing an experienced trust company in that 
office. By taking this precaution you may 
rest secure in the knowledge that your 
wishes will be carried out faithfully, 
efficiently and completely by an enduring 
organization which has served many others 
in that capacity. 

“The trust company officers who handle 
estates are specialists who have made this 
task their life-work and bring to the heirs 
an intimate personal contact. 


Personal Contact 


“The importance of this contact and the 
consequent sympathetic relationship between 
beneficiary and executor cannot be over- 
emphasized. We have found in the course 
of our experience that countless small mat- 
ters arise from time to time, and it is upon 
the proper and frequently delicate adjust- 
ment of these situations in a friendly way 
that so much of the happiness of our clients 
depends. 

“The trust officer almost daily assumes 
the role of a father-confessor, an elder 
brother or a foster-parent. Our experience 
has demonstrated that it is possible for the 
corporate executor or trustee, in its personal 
relations, to be as human as the individuals 
who compose its staff. 


Safety of Trust Company Administration 


“The assets of estates and trusts admin- 
istered are in an entirely different position 
from the general assets of a trust company. 
The bonds secured by real estate mortgages 
and the corporate and government bonds 
and stocks in each estate or trust are held 
separately from the securities owned by the 
company. No trust is affected by the rise 
or fall in the market value of securities 
held by a trust company for its own 
account. Trust funds are not disclosed in 
published statements, though they are sub- 
ject to periodical examination by the State 
Banking Department and by specially ap- 
pointed auditors. 

“Should a trust company fail, the assets 
of every estate and trust would be phys- 
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ically intact and would be turned over to 
a new trustee appointed by the court. A 
trust company is not permitted by law to 
give any guarantee as to the safety of the 
principal of estates and trusts. Its methods 
of operation and the nature of its super- 
vision are designed to assure conservation 
ena, ** * 

“A trust company cannot make any guar- 
antee as to the rate of income. Every trust 
is independent of every other trust and its 
entire net earnings and principal belong to 
the beneficiaries. 

“It is essential that discretionary powers, 
if authorized, be so clearly stated as to 
preclude any misunderstanding on the part 
of beneficiaries or trustee. They usually 
cover authority for the trustee to make in- 
vestments in accordance with best judg- 
ment. If no such authority is given, the 
trustee must invest only in securities desig- 
nated as ‘legal’ for trust funds in New 
York State. A comprehensive discussion of 
trust investment policy under discretionary 
powers is contained in our booklet, ‘Trust 
Investments and Service.’ ” 


Provision for Emergencies 


“The trustee also may be given liberty 
to act for the welfare of the beneficiaries 
in emergencies which may arise and for 
which definite provision cannot be made in 
advance. It is possible by will to authorize 
the discretionary payment of part of the 
principal to the wife or other beneficiary 
of a trust. 

“In this and in all other transactions, the 
Brooklyn Trust Company takes a human 
interest in the personal welfare of the 
beneficiaries and acts for the best interests 
of all concerned within the limitations of 
instructions in the trust agreement.” 

The last statement in the booklet reads: 

The foregoing is a brief summary of a subject 
so large that it might be expanded indefinitely. 

It has been sought merely to present concisely 

the answers to the most common questions. The 

Brooklyn Trust Company will gladly consult with 

any interested inquirer and believes that it can 

supply practical information based on its long 
experience. 


“The Next Step” 


A copyrighted sixteen-page booklet en- 
titled, “The Next Step,” discusses the Life 
Insurance Trust. The opening statements 
follow: 

“Sometimes it takes a long while to com- 


plete an idea—that of insuring family 
security, for illustration. Despite occasional 
exceptions, human families are lasting in- 
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stitutions, with the husband and father 
usually acting as provider. We may think, 
therefore, of millions of busy men who take 
pleasure in knowing that they are working 
for others as well as themselves. This is 
the first step in family security. 

“But there was need to go further for, 
in its earlier stages, security stopped when 
work stopped, with the death of the pro- 
vider. Men do not like to think of future 
privation for their loved ones, but what 
was one to do if one had not been able to 
build up an estate? This question was asked 
for thousands of years but the answer came 
only a few generations ago in the founding 
of life insurance, which was the second step 
in family security. 

“How it has grown! Out of the “friendly 
societies” and “amicable societies” and “cor- 
porations for relief’ of the eighteenth cen- 
tury have developed the great companies 
of today whose magnitude, in the United 
States alone, is represented by about sixty- 
eight million policyholders, or more than 
half the entire population. This step has 
been a tremendous one. 

“Yet it was not possible to consider life 
insurance, in itself, as the final solution. 
Even if it did represent 75 per cent of all 
funds left in America to heirs, even if it 
did pour a flood of welcome cash into the 
hands of dependents, observation showed 
that the cash often disappeared in unfor- 
tunate investments because of business in- 
experience, leaving privation again in its 
trail. Great progress had been registered 
but now the need was felt for still another 
step. 

“This next step was taken without diffi- 
culty. If inexperience and the lack of 
trained judgment or of opportunities for 
sound, productive investment had caused 
misfortune so often, the solution would 
seem to lie in supplying exactly these needs. 
If a financial institution of large resources, 
wide experience, ample facilities and a form 
of organization which endured from gen- 
eration to generation could administer such 
insurance funds as trustees, and thus could 
furnish an income to the beneficiary free 
from the hazard of investment, then the 
age-old problem of family security would 
seem to be completely solved.” 

A detailed description of life insurance 
trusts is then set forth, closing with the 
following summary: 


“It will be seen that the great popularity of 
the Life Insurance Trust is based upon the fol- 
lowing substantial advantages: 

1. It prolongs the protective effect of the in- 

surance by careful administration of the 
funds. 
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2. It attends to all the details of filing death 
claims and making collections. 

3. It combines the various policies into a single 
trust fund. 

.It relieves the beneficiaries from the risk 
and worry of making investments. 

5.It furnishes safekeeping for the policies 
without expense. 

-It allows for increase, reduction or revoca- 
tion, as he may wish. 

. It gives important tax exemptions. 

.It provides the services of a strong and 
experienced financial institution. 

.It provides a more flexible method for dis- 
tribution of issurance proceeds than is pos- 
sible under usual policy options. 

.It insures privacy concerning all provisions 
of the trust agreement. 

. It provides a means for increasing or re- 
building the estate of the donor. 


A Living Service 


A twenty-four page copyrighted booklet 
is devoted exclusively to the subject ‘of 
living trusts. The opening presentation 
reads: 

“The Living Trust is the most rapidly 
growing form of trust company service. A 
truly modern development, its rise in popu- 
larity has synchronized with the growth of 
the United States in wealth and power dur- 
ing the Twentieth Century. This has been 
so because it has met successfully many 
urgent needs arising out of present-day 
conditions. 

“The trust company itself is a modern 
institution, but the Living Trust (some- 
times known as the Voluntary Trust), is 
even more recent in origin. Best historical 
data show that there were two trust com- 
panies in the United States one hundred 
years ago, both of which also did an insur- 
ance business, but the first Living Trust on 
record was not executed until 1856. Even 
as late as 1884 a law journal contained a 
discussion concerning the legal validity of 
the Living Trust, and not until near the 
turn of the century did it emerge from 
obscurity. 

“This contrasts sharply with figures com- 
piled by the American Bankers’ Association 
showing that the value of Living Trusts 
established in 1930, a year of business 
depression, was 67 per cent higher than that 
recorded in 1929, a year of general pros- 
perity. More than a billion dollars are now 
being placed in Living Trusts each year. 

“The reason is quite clear. Two of the 
most important trends of the present age 
are the general increase in wealth and 
spread of specialization. America’s new 
wealth must be preserved and the task is 
one for specialists. The owners cannot, in 
a vast number of cases, undertake the labor 
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of care and conservation—because they are 
specialists in other lines of activity. 

“Even today, however, inquiries received 
by the Brooklyn Trust Company indicate 
that many persons are not yet familiar 
with the advantages afforded by the un- 
usual flexibility of this new type of fidu- 
ciary service. 

“The idea of a ‘trust,’ it has been shown, 
is still rather confused in a large section 
of the public mind. It is quite widely 
thought of as an adjunct of the wills of 
persons of great wealth and as something 
far removed from the ‘here and now’ 
existence of the great majority. Such views 
are entirely erroneous, and it is for these 
persons that this booklet has been prepared, 
in the hope that it will introduce to them a 
facility which has proved opportune and 
of incalculable value to thousands of 
others.” 

Information regarding the Living Trust 
is then presented under the following sub- 
heads: Simple to Establish; Trust Invest- 
ments; Creating an Estate; Conserving an 
Estate; Unbiased Advice; Income Produc- 
tion; Protecting Dependents; Funds for 
Charity; Revocable or Irrevocable; Saves 
Expenses; Small Living Trusts; and Cost 
of Trust Service. 


Customer Relations to Be Stud- 
ied at A. B. A. Convention 


A program of clinics to study constructive 
customer relations for banking personnel 
who meet the public will be held at Wash- 
ington, D. C., October 22, 23 and 24, at the 
time of the American Bankers Association 
annual convention. These clinics will be 
under the auspices of the Public Education 
Commission of the association. John H. 
Puelicher, president of the Marshall & 
Ilsley Bank of Milwaukee, Wis., and chair- 
man of the commission, will preside. 

The clinic sessions have been so scheduled 
that they will not conflict with other meet- 
ings held during the week. The general 
topics to be covered are: “Importance of 
Constructive Customer Relations,” “How 
Work Has Been Conducted,” and “Customer 
Relations Program for 1934-35.” The fol- 
lowing program is announced by Dr. Harold 
Stonier, educational director of the associa- 
tion. 


First Session, Monday Night, October 22 


“First Things First,” President Francis 
Marion Law, president First National Bank, 
Houston, Texas. 
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“Importance of Constructive Customer 
Relations,” L. E. Wakefield, president, First 
National Bank and Trust Company, Minne- 
apolis. 

“Doing the Job Ourselves,” J. H. Pue- 
licher, president, Marshall & Ilsley Bank, 
Milwaukee. 

“Working with Our Branches,” W. H. 
Neal, vice-president, Wachovia Bank and 
Trust Company, Winston-Salem, N. C. 

Questions, answers and comments. 


Second Session, Tuesday Afternoon, 
October 23 

“Our Trust Men and Customer Rela- 
tions,” W. R. Morehouse, vice-president, 
Security-First National Bank of Los An- 
geles. 

“The Dramatic Touch,” I. I. Sperling, 
assistant vice-president, The Cleveland 
Trust Company, Cleveland. 

“Training Conference Leaders,” W. H. 
Johnson, Jr., vice-president, Marine Mid- 
land Group, Inc., Buffalo, New York. 

Questions, answers and comments. 


Third Session, Wednesday Afternoon, 


October 24 


“State Associations and Constructive 
Customer Relations,” David M. Auch, sec- 


retary, Ohio Bankers Association, Colum- 
bus, Ohio. 

During this session of the clinic the dis- 
cussion will concern itself with the pro- 
cedure by which state associations can carry 
on the program of constructive customer 
relations. State association presidents and 
secretaries and members of state association 
committees on education are especially 
urged to attend. 


New Emblem for Maryland Trust 


The Maryland Trust Company, Balti- 
more, announces the adoption of a new 
identifying device or trade mark for the 
company’s advertising, circular matter and 
other literature. The new emblem appears 
in the company’s advertisement on page 
287 of this issue. 

Until recently the Maryland Trust Com- 
pany has for many years used a reproduc- 
tion of its corporate seal as a trade mark 
or has used the shield of the State of Mary- 
land which is incorporated in its corporate 
seal. After the repeal of prohibition a num- 
ber of brewing and distilling companies 
began to make use of the State shield for 
like purposes and the question arose as to 
the legality of the procedure. The Mary- 
land Trust Company thereupon decided to 
discontinue the use of its traditional emblem 
and to have a new mark designed which 
would be distinctly its own. 

The new design is the work of a well 
known Baltimore artist, Jesse Harrison 
Mason, whose illustrations and designs have 
distinguished the company’s advertising for 
a number of years. In its color scheme the 
new emblem follows the former device in 
the use of the State colors, gold, black, red 
and white. It consists of a quartered shield 
surmounted by a flowing ribbon bearing the 
date of the company’s charter, 1894, the 
whole being surrounded by the words 
“Maryland Trust Company, Baltimore,” in 
circular formation. The first quarter of the 
shield carries a symbol of commerce, indus- 
try and enlightened cooperation, while the 
fourth quarter symbolizes integrity, fair 
dealing and peaceful progress. The second 
and third quarters each carry a cross some- 
what resembling and of like color to the 
crosses which appear in the same quarters 
of the State shield, but of a distinctly dif- 
ferent shape. It is the purpose of these 
crosses to maintain continuity with the 
former emblem in use for so many years 
without infringing upon the emblem of the 
State itself. 





FINANCIAL ADVERTISERS CONVENTION 


Problem of Public Relations Received Chief Attention—Numerous Addresses 


Touch Directly or Indirectly on Questions Confronting Trust Men 


HE Financial Advertisers Associa- 
, tion held its nineteenth annual 
convention, September 10-13, at 
Buffalo, N. Y.. Subjects discussed cov- 
ered a broad range and much of the ma- 
terial was of interest primarily to the 
commercial departments of banks. From 
the formal addresses delivered and the 
informal remarks at various sessions, we 
have selected material bearing specifically 
on trust questions and also statements 
having a general application. 
Quotations from or _ references. to 
speakers at the convention will be found 
on the pages listed at the right. 


Anderson, Merrill 
Arnold, Frank A 
Barker, Frederick W., Jr 
Bourne, Charles E 
Calhoun, 

Castle, Benjamin F 
Chambliss, L. A 
Chrisman, Roswell H 
Edwards, George P 
Glenn, Julia A 
Gordon, Lewis F 
Harriman, Lewis G 


Powell, 

Shephard, F. N 
Sperling, 

Stone, 

Warburg, James P 
Wilson, Edwin Bird 


Practical Application of Trust New Business Evaluation Tables 


The paper read by Roswell H. Chris- 
man, Continental [Illinois National 
Bank and Trust Company of Chicago, 
before the Trust Development Division 
session, is published in full. 


ERY probably you are all aware 

V that a committee composed of the 
heads of the Trust New Business 
Divisions of the Chicago Banks and Trust 
Companies began meeting in 1931 to dis- 
cuss their common problems. One of the 
early outgrowths of these meetings was 
the definite desire to devise some method 
of placing a fixed monetary value upon 
new trust business at the time it is 
secured. This would, of course, enable the 
members of the committee to measure the 
accomplishments of their respective di- 
visions in a much more tangible fashion 
than had ever before been possible. A 
dogged determination kept the committee 
at its task, until with the aid of compe- 
tent actuarial advice, a practical method 
was worked out. In order to facilitate 
publication, a book on the subject was 
written by Samuel Witting and published 
under his name early in this year. Like 
any entirely new thing this process of 
evaluation has elicited considerable com- 


ment. The purpose of this seminar is to 
study the theory on which this work has 
been based and to demonstrate the man- 
ner of evaluating new trust business. 


In order to make up our minds about 
the practicality of the method of evaluat- 
ing new trust business worked out by the 
Committee of Chicago Banks and Trust 
Companies, and promulgated by Samuel 
Witting in his volume on the “Evalua- 
tion of New Trust Business,” let us ex- 
amine the process they used. If we start 
with a volume of new trust business 
about which we have very definite infor- 
mation and deduct from that every item 
about which we have any doubt, we can 
be absolutely certain about what is left. 
Suppose that the XYZ Trust Company 
secured a total of $100,000,000 of new 
trust business during the year 1933. This 
would naturally be made up of all kinds 
of business, including executorships, test- 
amentary trusts, living and insurance 
trusts, agencies, etc. We arrive at this 
volume of $100,000,000 by taking the 
market value of the securities delivered 
to us in trust, or as agent, and by obtain- 
ing a list of the personal holdings of 
individuals naming us in their wills, upon 
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which an actual market value can be 
placed. 

In attempting to place a value on this 
business the first question we will natur- 
ally ask ourselves is “How much of this 
business will we actually keep to admin- 
ister ?”” Now if this $100,000,000 of busi- 
ness was comprised solely of irrevocable 
living trusts we could all joyously agree 
that it had a very real and certain value; 
furthermore, the head of the New Busi- 
ness Department in the XYZ Trust Com- 
pany could undoubtedly retire on a fat 
pension for life. We are all agreed then 
that this irrevocable business is highly 
valuable because it cannot be taken away, 
and the trust company is sure to receive 
a fixed fee during the continuance of the 
respective trusts. 

Since only a small percentage of the 
business will be irrevocable, the balance 
is, of course, either revocable or potential 
business, and common sense tells us that 
we shall lose a part of it. Let us see how 
many different ways the value of this 
$100,000,000 of new business, once se- 
cured and on our books, can be affected. 
What can happen to this business so that 
instead of maturing in our favor, as was 
contemplated when it was secured, it will 
be lost to us prior to maturity? There 
are only three ways in which the value of 
this potential business can be reduced or 
entirely lost. 


Lapsation or Withdrawal 


The first is by lapsation or withdrawal. 
A testator can make a new will naming 
some other executor and trustee. He can 
revoke his living trust and withdraw all 


of the securities. He may cancel his in- 
surance trust and sever all connection 
with the bank. On the other hand, al- 
though the testator’s faith in the bank 
may remain unshaken, his testamentary 
trust may lapse because all of the life . 
tenants may predecease him. To make an 
ample allowance for losses of this type 
we will arbitrarily eliminate 40 per cent 
of all 1933 new business. 

We have left, subject to valuation, only 
the remaining 60 per cent of our original 
volume of 1933 new business. All of the 
values in the tables have already been dis- 
counted by the actuai percentage of loss 
shown on the chart of withdrawal and 
lapsation, the amount of which is related 
directly to age and varies from 51 per 
cent at age 21 to 1 per cent at age 70. 


Change in Provisions of Instrument 


The second possible way of losing 
potential trust business is by a change 
in the provisions of the instrument. “X” 
may feel after his children are grown 
that they no longer need the protection 
of a trust and may change his will by 
codicil so as to provide for immediate dis- 
tribution on his death. The will has not 
been withdrawn. “X” has as much confi- 
dence in the bank as ever, but the instru- 
ment now has considerably less value to 
the trust company. On the other hand a 
testator may change his will by adding 
a trust for his family. It is very probable 
that the value of business will be in- 
creased as much as decreased by changes 
in the instrument, but nevertheless just 
to be conservative we will take off on our 
diagram another 10 per cent of our 
$100,000,000 of new business for losses 
caused by changes in the instrument. We 
now have left only 50 per cent of our 
original $100,000,000 of 1933 new trust 
business. 

The third way in which the value of 
trust business can vary between the time 
it is secured and the time it matures is 
by a change in the size of estates. Some- 
one asks at once, “How can a table be 
made to forecast depressions and booms 
and to tell which customer will lose his 
estate and which will make a million?” 
The answer is that no table could do that, 
and our tables do not attempt to do it. 
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Changes in the size of estates must by 
their very nature be kept entirely outside 
the tables. The amount of change may be 
slightly different in every city. 


Confidence in Future Warranted 


In Chicago, however we are optimistic 
regarding the increase in wealth. We 
cannot be convinced that private industry 
is at an end and that men will never 
again amass fortunes. Even bi-metalism 
has failed to give us the jitters, for our 
oldest banks have operated longer off the 
gold standard than they have on it. 
Through the years, when one estate has 
shrunk another has gained. Greater 
wealth has followed every depression. 
Estates have never ceased to grow since 
our nation first threw open the doors of 
opportunity to private initiative. There 
is no doubt that an estate secured in 
1928 has now materially decreased in 
value; but on the other hand an estate 
secured during the depth of the depres- 
sion will very probably double in value 
by 1940. We are dealing in averages, and 
estates on the average have increased 
over the years. That has been evidenced 
by the growth of your respective trust 
companies. If you do not believe that 
estates are going to increase in size you 
should close up shop. If this line of reas- 
oning is to be accepted as sound, and it 
seems sound to the Chicago Committee, 
we will make no deduction from our 
$100,000,000 of new business, because of 
change in size of estates. 

The entire year’s effort of the New 
Business Division of the XYZ Trust 
Company is represented by the sum of 
$100,000,000 of new business. This we 
have discounted 40 per cent for lapsation 
and withdrawals and 10 per cent addi- 
tional for losses resulting from a change 
of instrument. The net result is 50 per 
cent, which is the portion of the year’s 
work that can be expected to remain on 
the company’s books. This 50 per cent is 
the part represented by the values in the 
tables. Losses have already been sub- 
tracted. Consequently, we feel that the 
amount remaining is a safe and sane 
measuring stick that can be relied upon 
with confidence. Actually, of course, the 
discount is not always 50 per cent. As I 
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have said it is taken from the curve of 


withdrawal and lapsation and varies 
according to the age of the testator or 
trustor. 

The present tables have been prepared 
by eminent actuaries from the American 
Men Table of Mortality, which represents 
the combined experience of all American 
Life Insurance companies, and from in- 
come or interest tables at the rate of 5 
per cent. The portion of the work that is 
based on those tables is as precise as 
mathematics itself. The only possible 
opportunity of error is the injection of 
the three variables into the calculations. 
Two of these, i.e., lapsation and with- 
drawal and losses due to changes in the 
instrument, are based upon the very 
definite and carefully collected data of 
one successful trust company, which is 
the only institution, so far as we are 
aware, that has any specific evidence on 
these points. The third variable, i.e., 
changes in size or value of estates, we 
feel cannot and should not be included as 
a part of the tables. We believe that no 
discount should be made for this variable 
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at this time, or, in other words, we be- 
lieve that the size of new estates can 
safely be based on present market quota- 
tions. Nevertheless, we do not propose 
to let the answer to these important 
questions rest indefinitely upon the ex- 
perience of one company or upon well 
reasoned conclusion. 

Several banks in Chicago are now 
keeping an exact record on each piece 
of new trust business from which the 
amount of variation from our present 
discount percentages caused by each of 
the three variables can be precisely de- 
termined. From the records collected by 
a number of institutions we will know 
absolutely in a few years the amount of 
variation, if any, between this wide- 
spread experience and the present rates 
of withdrawals, etc. It is in this tabula- 
tion of data that we ask you to join in 
order that the ultimate figures may rep- 
resent the experience of institutions all 
over the country, and of course they will 
be available for use generally by trust 
companies. 


Illustrating Use of Tables 


To illustrate the method of applying the 
tables it might be of interest to calculate 
the value of a few pieces of business. 

Suppose that “A,” age 55, having an 
estate of $1,000,000, makes his will naming 
your bank as executor and trustee. The 
trust is to run for the life of his wife “B,” 
age 50, and after her death for his daugh- 
ter “C,” age 15, for the remainder of her 
life. First let us find the value of a 
$1,000,000 executorship of a man 55 years 
of age. Under the schedule of fees fixed by 
the Corporate Fiduciaries Association of 
Chicago, the trust company would receive 
a fee of $15,000 for probating the estate. 
An executor’s fee may be called a single 
fee deferred for one life. Table IV, Column 
2, indicates that the present value of $1.00, 
the payment of which is deferred until one 
year after the death of a man age 55 is 
.4445. As the executor’s fee is paid approx- 
imately one year after death the tables 
take into account the fact that payment of 
those fees will be postponed one year after 
the date of death. The discount for lapsa- 
tion or withdrawal of a will at age 55 is 
10 per cent as shown in Column 3. .4445 
discounted 10 per cent for withdrawal is 
.4001. 

$15,000 x .4001 = $6,001.50, or the present 
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value of the executorship under A’s will. 

Upon examining the will we find that “A” 
has bequeathed his household goods and 
personal effects, including his objects d’art 
to various members of his family and has 
made a number of small specific monetary 
bequests. These together with the payment 
of his debts, costs of administration, attor- 
neys’ fees, etc., will materially reduce the 
size of the residue passing into the testa- 
mentary trust, and, consequently to be con- 
servative we should discount his estate by, 
say, 25 per cent and calculate the present 
value of a trust of $750,000. We have in 
this trust two successive life tenants, “B,” 
50 years of age, and “C,” 15 years of age. 
There is, however, no trust until “A” dies, 
so his life must be considered. The actual 
ages of A, B and C are 55-50-15. We take 
the age of “A” first, 55, the age of “C,” 
the younger beneficiary second, and the age 
of “B,” the older beneficiary third; thus 
55-15-50. This arrangement of the life ten- 
ants in order of age, the younger first, was 
dictated by convenience. Since the result is 
the same whether you multiply 5 x 6 or 6x 5, 
it seemed foolish to duplicate the printing 
by including both sets of figures and, con- 
sequently, only the result of the multipli- 


cation of the younger by the older is given 
in the tables. Table V gives the value of 
$1.00 of annual fees during the life of the 
younger beneficiary “C,” age 15, after the 
death of “A,” age 55, as 6.493. The life of 


“B” must now be considered. Table VII 
gives the additional value of this third life. 
This value is in the form of a ratio which 
is applied to the two life values of Table V. 
The ages 55-15-50 give the ratio 1.22. 

1.22 x 6.493 = 7.92, or the present value 
of $1.00 of annual fees during the lives of 
“B” and “C” after the death of “A.” The 
Chicago fee schedule indicates an annual 
trustee’s fee of $2,000. 

$2,000 x 7.92 = $15,840, or the present 
value of the annual fees in this trust. 

The present value of the termination fee 
is obtained by much the same process. The 
present value of $1.00 of termination fee 
at the death of “C,” the younger beneficiary, 
provided “A,” the testator, dies first, given 
in Table VI, is .129. The presence of “B,” 
the second life beneficiary, postpones the 
time of payment of the termination fee and 
consequently reduces its value. Table VIII 
gives the ratio for ages 55-15-50 of .61, 
representing the lessening in the value 
from Table VI, because of the addition of 
a second life tenant. 

.129 x .61 — .0786, or the present value of 
$1.00, the payment of which is deferred 
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until the death of the survivor of “B” and 
“C,”’ provided that “A” dies first. The ter- 
mination fee is $3,750 upon a trust of 
$750,000. 
$3,750 x .0786 = $294.75, or the present 

value of the termination fee in this trust. 
The total present value of A’s testamentary 
trust is— 

Annual fees 

Termination fee 


$15,840.00 


$16,134.75 

The entire present value of both 
pointments under A’s will is— 

Executorship $ 6,001.50 

Trusteeship 16,134.75 


ap- 


$22,136.25 

From this calculation it will be seen how 
simple the process of valuing a piece of 
new trust business really is and the small 
amount of time it requires. Of course, al- 
most every trust distribution has some dis- 
tinctive provision all its own, with the result 
that occasionally it may appear at first 
blush that there is no table to cover that 
particular situation. Yet, after a little 


study, it will generally be found that the 
valuation can be made from the tables. 


A More Puzzling Case Explained 


Let us look at such a case. Suppose “A,” 
age 35, makes a will, setting up a trust for 
his wife “B,” age 30, the income therefrom 
to be paid to her as long as she shall live 
and shall not remarry. In the event of the 
remarriage of “B” one-third of the trust 
estate shall be set aside for her benefit, the 
income therefrom to be paid to her as long 
as she shall live and the remaining two- 
thirds of the trust estate shall immediately 
be paid over to charities. Upon the death 
of the wife the one-third which was held 
for her shall also be distributed to charities. 
Obviously the value of this testamentary 
trust depends upon whether or not the wife 
remarries. How are we going to determine 
this? Actuarial science is made up of mathe- 
matics, mortality experience and common 
sense, and this problem affords an oppor- 
tunity for the exercise of the latter. Since 
it is impossible to make a _ reasonable 
estimate as to the likelihood of the wife’s 
remarriage, the sensible thing to do is to 
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calculate the value of the trust upon the 
presumption that she will remarry and also 
that she will not, and then take as the value 
of the trust the mean between those two. 
In other words, calculate the maximum and 
the minimum values and use 50 per cent 
of the difference. 


Reciprocal Wills 


An appointment as alternate or successor 
executor and testamentary trustee under 
reciprocal wills offers a real problem. Sup- 
pose a man, age 50, makes a will naming 
his wife as executrix, but provides that if 
she does not survive him, your trust com- 
pany shall act as executor. He also puts 
his entire estate of $1,000,000 in trust with 
your company, the income to be paid to his 
wife, age 45, for life, if she survives, and 
upon her death or upon his death, if she 
does not survive him, the entire estate is 
to go to his children outright. The wife in 
her will makes the same provisions for her 
husband, naming him executor if he is liv- 
ing and your trust company if he is not. 
All of her estate is to be placed in trust, 
the income to be paid to her husband for 
life, if he survives her, with remainders 
over to their children. Barring a common 
accident, it is obvious that the trust com- 
pany will not act as executor under both 
of these wills; but which one shall we 
select? If the husband dies first your com- 
pany will act under the wife’s will, while 
if the wife dies first it will act under the 
husband’s will. The husband, being the 
older, should die first, but we have no 
assurance of that. How can we tell which 
will die first? 

Since we have no logical method of choos- 
ing between them, the real answer is to 
treat them separately and calculate the 
value of both, discounted for the likelihood 
of the wife outliving the husband and vice 
versa. In looking over the headings of the 
tables we find that Table VI is said to give 
the “Present value of $1.00 of termination 
fee at death of beneficiary (age y), pro- 
vided the client (age x), dies first.” Isn’t 
that just what we want—the value of $1.00 
on the death of “A” after the death of 
“B”? “B” must die first in order for the 
trust company to act. The table is called a 
Termination Fee Table, but that doesn’t 
matter if we can use it to figure an alter- 
nate executorship fee. 

(1) Under the husband’s will: From 
Table VI, we have for ages 45-50 (wife and 
husband), the value of $1.00 payable upon 
the death of the husband, provided the wife 
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has died first, as .095. The executor’s fee 
would be $15,000. 
$15,000 x .095 = $1,425 

Since the executor’s fee is not usually 
payable until one year after the death of 
the client, payment of the fee will be post- 
poned for another year. From Table II we 
obtain the value of $1.00 which is payable 
one year hence, as .9524. 

$1,425 x .9524 — $1,357.17, or the present 
value of the executor’s fee under the hus- 
band’s will, subject to the foregoing con- 
tingencies. 

(2) Under the wife’s will: From Table 
VI, we have the value of $1.00 payable on 
the death of wife, age 45, provided the hus- 
band, age 50, has died first, as .137. 

$15,000 x .137 = $2,055 

As the payment of the fee will be de- 
ferred for a year because of probate, we 
have— 

$2,055 x .9524 — $1,957.18 
or the present value of the executorship 
under the wife’s will, subject to the fore- 
going contingencies. 


There is nothing unusual about the 


trusteeships as they are not alternate or 


successor appointments; there will be a 
trust to administer only in the event the 
life tenant survives the testator, which is 
always the case, and, therefore, they can 
be evaluated in the manner described in the 
first problem. If these had been successor 
trustee appointments, their values could 
have been calculated by the use of Tables 
V and VII. The necessity of valuating a 
reciprocal will did not arise until weeks 
after the book was off the press. The case 
had not been contemplated either by the 
actuaries or by Mr. Witting. When one of 
the Chicago banks turned up with these 
two wills we were faced with the problem 
of determining their value. The logical and 
correct answer was in the tables and could 
be readily found there after a little study, 
although the tables very obviously had not 
been framed, with this particular form of 
distribution in mind. The experience we 
have had in applying unusual and unex- 
pected sets of distributions to the tables 
has served to convince us of their flexi- 
bility of application and that they are 
sufficient in scope to meet almost any trust 
valuation problem. 

Now let us look for a minute at the 
results in this reciprocal will case from a 
purely common sense point of view, with- 
out giving any thought to actuarial aspects. 
The husband is 50 years of age, while the 
wife is 45; the wife is, therefore, naturally 
more apt to survive. The probability that 
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the husband would survive the wife is rep- 
resented by the value of $1.00 in fees being 
placed at .095, and the probability that the 
wife would survive the husband by the value 
of .137, or about a one-third greater prob- 
ability. The worth of a definite executorship 
appointment by the wife would be repre- 
sented by a value on each $1.00 of fees of 
.2424, but the appointment of the husband 
based on his ability to survive his wife in 
order to act, is worth only .095, or less 
than one-third as much. These comparisons 
serve to point out the reasonableness of the 
percentages of probability of a younger 
person surviving an older, etc., which have 
been worked out by the actuaries and in- 
corporated in the tables. 

It has been my purpose to give you the 
theory upon which these tables are based 
and to demonstrate by a few examples the 
ease with which the valuation of a trust 
can be computed, as well as the manner in 
which the tables can be adapted to new or 
novel trust distribution provisions. It is the 
hope of the Chicago Committee that trust 
companies throughout the country will put 
the tables into general use, in order that 
we all may have the advantage of knowing 
what a piece of potential business is worth 
when we get it, and thereby be able to 
direct our trust new business activity more 
wisely. 





Northern Trust Company’s experience 
in evaluation of trust business— 
Results summarized by D. W. Laing 


D. W. Laing of the Trust Department 
of The Northern Trust Company, Chi- 
cago, explained that he had been asked 
to tell of “the result of the experience of 
our institution” in the use of the Witting 
method of evaluating trust business. 
The summary given at the conclusion of 
his talk was as follows: 

“First.We know what the present value of 
our business is worth in dollars and 
cents to our institution. 

“Second. We are interesting our associates 
in the Trust Administration Division 
and other departments of the institu- 
tion in the value of securing new trust 
business. 

“Third. We are interesting our associates 
in the Comptroller’s Division in the fact 
that the expense entailed in the solicita- 
tion of new trust business may be both 
legitimate and profitable. 

“Fourth. We have demonstrated beyond 
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question of a doubt that defensive sell- 
ing is very much worthwhile. 

“Fifth. We know the line of demarcation 
between profitable and unprofitable 
trust accounts. 

“Sixth. We know, or shortly will know, 
how much we can afford to spend to 
obtain any particular piece of business. 
“We have found,” Mr. Laing said, 

“that the work involved in evaluating 

new trust business is not as difficult as 

it appeared at first blush. Once the em- 
ployee charged with the responsibility of 
computing the problems has mastered 
the subject, the practical application be- 
comes a matter of routine. We are par- 
ticularly pleased with the conservative 
results obtained in evaluating trust busi- 
ness on a present value basis. Naturally, 

Wwe were somewhat skeptical in the be- 

ginning, but as we proceeded to evaluate 

our business we found that we were not 
getting a false and exaggerated picture. 

On the contrary, each piece of business 

when reduced to a present value of fu- 

ture fees resulted in a figure well within 
the realm of reason. It was that which 

encouraged us to go ahead with it. * * * 


Practical Value of Data Illustrated 


To illustrate the usefulness of the tables 
in demonstrating the value of “defensive 
or retention selling,” Mr. Laing said in 
part: 

“We recently received the will of a man 
aged forty-one, having a wife aged thirty- 
nine, and two children ages twelve and 





six, under which we are named as Executor 
and Trustee of an estate of approximately 
$125,000. Applying the table in Witting’s 
book to the provisions under this particular 
will, we find that the present value of our 
future fees as Executor and Trustee are 
approximately $2,049. One year from now 
this increases to $2,097. Should this man 
live and we are fortunate enough to keep 
this will on our books until 1940, the then 
present value of the business will be $2,637, 
and if it remains with us until 1945 the 
then present value of the same piece of 
business will advance to $3,142. This means 
that over an eleven-year period the present 
value will have increased slightly over 
31,500. * ** 

“I will tell you of another interesting 
adaptation for the factual data obtained 
through evaluating business on a present 
value basis. If a trust institution employs 
a cost system for analysis of accounts it 
can readily classify individual analyses in 
such a way as to obtain the average amount 
of net profit or loss realized on accounts 
of various types and sizes. We have done 
this in our shop. 


Ratio of Gross to Net 


“As an example, let us take for our con- 
sideration testamentary trusts and trusts 
under agreement. Our experience has 
shown us that on an average we actually 
lose money in operating such business when 
the gross fees collected annually are less 
than $125. From this point on we find upon 
analysis that the average ratio of net profit 
to gross fees increases in direct proportion 
to the amount of fees collected. We have 
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examined hundreds of our trust accounts 
and grouped them according to the amount 
of gross fees and find a uniform average 
increase in net to gross as the fees increase 
in size. 

“To illustrate this progression let us as- 
sume that the Main Street Trust Company 
has made such an analysis and finds its 
experience in the administration of trust 
accounts resulted as follows: 


Gross Fees Per cent. of Profit 
Below $100 normally leaves... 00% 
$100 to $250 normally leaves. 20% 
$250 to $500 normally leaves. 25% 
$500 to $750 normally leaves. 30% 
$750 to $1000 normally leaves 35% 

“IT am sure that each trust company 
which makes such an analysis will find a 
steady increase in the percentage of net 
profit as it averages the ratio of net to 
gross in each particular selected range of 
fees. This may be greater or less than the 
results of our hypothetical Main Street 
Trust Company, but for the purpose of this 
illustration it matters not. We will use this 
table of results as the actual experience of 
any trust company. 

“If the past experience of a trust com- 
pany’s operating expense and profit is in- 
dicative of the future, why can we not 
utilize the results we find in our respective 
institutions to determine what proportion 
of the present value of future fees will 
prove to be net fees in any given case. 

“One simple example will suffice to show 
the steps involved and the conclusions 
which are to be made therefrom. Assume 
‘that the Main Street Trust Company is 
named Trustee of a $125,000 estate, the 
testator aged forty-one,’ his wife aged 
thirty-nine, and two children ages twelve 
and six. The trust provides a life estate for 
the widow and outright distribution among 
the children upon the decease of the wife. 
According to the schedule of the local Cor- 
porate Fiduciaries Association the annual 
fees from such a trust would be $437.50. 
Witting’s two life tables applied to this 
particular trust gives the present value of 
one dollar of future annual fees for the 
duration of the trust to be approximately 
$1.50 or a total present value of future 
gross fees of $656.25. The experience table 
of the Main Street Trust Company shows 
that as trustee it earns on an average of 
25% on annual fees ranging from $250 to 
$500. Applying to $656.25 the 25% of ex- 
pected net profit, the present value of the 
future net profit becomes approximately 
$165. Now this is a simple example of com- 
puting the net value of individual pieces 
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of business on a present value basis. It is 
interesting to see the changes effected if 
we advance the ages of the testator and his 
beneficiaries ten years. Were the testator 
fifty-one years old and his wife forty-nine, 
the present value of the gross fees would 
be approximately $966.50, and the present 
value of the net fees $241.63. If the ages 
were reduced ten years so that the identi- 
cal will was received from a man aged 
thirty-one, with a wife aged twenty-nine, 
the present value of the gross fees would 
be $490 and net fees 25% thereof, or 
$122.50. 


Cost of Obtaining New Business 


“That is step number one. Another ob- 
ject in making this analysis in our institu- 
tion is to determine what we logically can 
expend to obtain any given piece of busi- 
ness. We are of the opinion that we do not 
know what we can afford to spend unless 
we have some idea of what the business will 
net us when, as, and if we receive it. If we 
can provide ourselves with a yardstick for 
determining our future expected profit we 
should be able to find some percentage 
thereof which we logically can disburse to 
secure a piece of business. 
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“IT believe that we are working along the 
right lines. At the moment we cannot say 
definitely what this expenditure should be. 
It may range anywhere between 10 and 
3344% of the present value of future net 
fees. The subject is all too new for us to 
hazard a definite figure at this time. * * * 

“An actual incident occurred in our office 
where we computed the present value of a 
$170,000 insurance trust. According to our 
calculation, we believed we would be war- 
ranted in spending $126.05 to secure it. We 
showed this to one of our senior officers 
whose immediate reaction was ‘I don’t see 
how any $170,000 insurance trust is worth 
that expenditure.’ We then explained that 
the Insured in this case was sixty-three 
years of age, but that if the Insured had 
been thirty-five years of age, we could have 
afforded to spend only $50.75 to secure the 
trust. He saw the logic in the application 
of present value of future net fees in de- 
termining what a particular piece of busi- 
ness was worth to our institution. Gentle- 
men, we have a long way to go before we 
have this application perfected, but we are 
unusually pleased with the progress we 
have made thus far.” 


Trust men who find the new business 
pond “fished out” get detailed sug- 
gestions from Merrill Anderson 


Merrill Anderson of the Merrill An- 
derson Company, New York, believes that 
“when a new business pond seems fished 
out, it usually isn’t.” 

Directing his remarks to the man in 
charge of developing trust new business, 
Mr. Anderson made the following sugges- 
tions: 

“It is a commonplace among new business 
men that a bank’s present customers are 
its best prospects but usually after trying 
this out for a reasonable length of time, a 
hank is inclined to forget this point. I know 
of a relatively small institution which was 
mainly responsible for creating the trust 
departments of two very much larger in- 
stitutions. Then fifteen years ago, it estab- 
lished a trust department of its own, and 
has built up a third very large trust clien- 
tele—entirely out of its own customer list 
without any trust solicitation on the out- 
side. 

“On the theory that it is just as im- 
portant to build up good-will among your 
present customers as it is to bring in new 
ones, see what favors you can find to do 
for them. * * * 
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“Of course, what customers appreciate 
most of all is help in broadening the scope 
of their business; getting new customers; 
cutting costs. These are matters in which 
banks have frequently been of great help, 
and it should be worth some thought on 
your part. 

“The next point to remember is that 
even if no new family were to come to your 
city during your lifetime, there would still 
be a constant change and development 
through the very fact of birth and death. 
* * * Have you among the officers and em- 
ployees of your bank a group of young, 
coming men of good family background, 
who are the accustomed companions of the 
young wealthy generation in your city? If 
not, the time is coming when, no matter 
how capable your officers and employees 
may be from the banking standpoint, you 
will wish you had stronger friendships 
among the new successful men of the 
ony. * ** 

“You realize, of course, that trust work 
not only is a prime means of holding your 
commercial banking business from one gen- 
eration to another, but that if you obtain 
trust business from the commercial bank- 
ing customers of another institution, it is 
very likely that before many years you 
will have the commercial banking business 
of that particular group or family. With 
this in mind, study the Commingled Trust 
as a means of handling small trust business 
profitably. 

“Don’t overlook the attorneys. They can 
almost make or break your trust depart- 
ment. Cultivate them, not solely for direct 
business which they can refer to you, but 
because they are an active and influential 
group who ought to be friends of yours. 
Study the various ways of being of use to 
them. * * * Above all, make it plain that 
your trust department is not encroaching 
on the proper field of attorneys, and be 
sure that the department lives up to your 
representations. 

“Do not let yourself get the idea that 
summer is a dead season for trust work. 
* * * 

“If you or any of your senior officers 
become convinced that while trust business 
may pay excellently in many other cities, 
there simply isn’t enough wealth to make 
any great effort worth while in your city, 
please remember this: I was told in a cer- 
tain southern city that there was no big 
trust business, that it wouldn’t pay them to 
develop the trust side of their work for this 
reason, though they realized it could be 
immensely profitable in a certain larger 
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city nearby. When I visited the larger city, 
I was told that they were drawing some 
excellent trust business from the first city 
where none was supposed to exist. * * * 

“Read, study, visit other cities, if your 
bank will let you, and look over the com- 
parative methods of other. institutions. * * * 

“Strengthen your contact with the Ameri- 
can Bankers Association. Help entrench 
sound banking ideas in your community. 
Also, brush up the contact with your State 
Banking Association. 

“Get the directors to work. This is some- 
thing you are likely to overlook in times 
when your general new business efforts are 
successful. It takes a lot of special thought, 
individualized for each director, with his 
own particular likes and dislikes. * * * 

“You probably have an officer call sys- 
tem—that is, your officers take time not 
only to call on prospects, but to cultivate 
present customers as well. It is equally 
probable that this system has gone to sleep. 
Wake it up. * * * 

“Who handles the personnel work in your 
bank? It seems to me that it combines 
logically with the work of the public rela- 
tions department, and I find a tendency to- 


day to combine these two functions. You 
can do a great deal of good for the bank if, 
by controlling personnel, you are able to 
exert more influence in creating a proper 
attitude of employees toward the public. 

“Work out a really systematic publicity 
program. Very few banks have this. * * * 

“Whether or not it produces immediate 
business, it is worth while to make every 
effort to establish your bank as an authority 
on matters of particularly timely interest 
to the type of people you would like to 
attract as customers. This authoritative 
feeling can be reinforced with newspaper 
advertising, direct mail and publicity re- 
leases. I am thinking of the sort of situa- 
tion which exists now in regard to gift and 
estate taxes, and the change which will 
occur in the differential at the first of the 
year. * ¢ *? 

“Dig your information channels a little 
deeper than you would in ordinary times. 
When fewer people are coming to your city 
than usual, it is more important than ever 
to have contacts with the newspaper men 
and Chamber of Commerce and other 
sources of new business leads. You can 
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frequently work news trades with the news- 
paper men to your mutual advantage. 

“A couple of negatives: Avoid back- 
scratching and don’t overdo in solicitation. 
It’s easy to push too hard; especially when 
the new business pond seems fished out. The 
bank that betrays too much eagerness to get 
business defeats its own purpose.” 


Coordination of public relations work 
of American Bankers Association 
under executive direction outlined 
by F. N. Shepherd, who believes 
each bank should do its part in 
building “strong defenses for all 
true banking against popular mis- 
conceptions, political misrepresenta- 
tion and subversive interference” 


“It is not sufficient,” asserted F. N. 
Shepherd, executive manager, American 
Bankers Association, “that you sell your 
own bank to your immediate public with 
an eye single to its own growth. You may 
also build up, bank by bank, strong de- 
fenses for all true banking against popu- 
lar misconceptions, political misrepresen- 
tation and subversive interference.” 

Referring to public relations policies 
of the American Bankers Association, 
Mr. Shepherd said in part: 

“In view of the relationship that had 
developed between banking problems and 
political conditions, it was decided that 
a close coordination should be maintained 
between the publicity, or public relations 
policies of the association and its other 
administrative policies under the direc- 
tion of the general executive officers. 

“It was not felt desirable to have out- 
side of this executive group, as some pro- 
posed, other secondary bodies for the 
purpose of carrying out widespread 
activities along lines of propaganda. 
There was ample reason to believe that 
the most powerful influences on public 
opinion and sentiment were coming from 
Washington and that it was essential to 
establish and maintain, so far as pos- 
sible, harmony of purpose with those 
forces in bringing about a banking situ- 
ation that would ultimately command the 
confidence and good-will of the public. 

“It was accordingly determined to 
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bring about a complete identity in the 
association between its executive policies 
and its public relations activities. There- 
fore, the executive officers: the president, 
the first vice president, the second vice 
president—who is also chairman of the 
Committee on Federal Legislation—and 
the executive manager, were designated 
as the Publicity Committee of the Asso- 
ciation to exercise full direction oyer the 
Publicity Department as an executive 
function. 

“Under this committee the Publicity 
Department is operating along a number 
of lines. One is to work with the national 
officers in studying and formulating 
policies and documents relating to con- 
tacts with the administration at Wash- 
ington and proposals and suggestions for 
amending the banking laws. These mat- 
ters all play a part in laying the founda- 
tion that should sooner or later make pos- 
sible more aggressive action tending to 
improve the public attitude toward the 
new banking structure that is emerging. 

“Another line of action which the Pub- 
licity Department is carrying on is to 
supply in plate and mat form to about 
6,000 papers simple, constructive, non- 
controversial articles about banking and 
sound financial policies. Although these 
papers, nation-wide in their distribution, 
are largely in the country districts, many 
are in the towns and cities. 

“Another aspect of the Association’s 
activity in the field of public opinion, 
and one in which you are more specifi- 
cally interested, has to do with coopera- 
tion on its part with banks individually, 
or in local groups, dealing with public 
relations in their own communities 
through their own advertising. In recent 
weeks we have taken a distinct new step 
in this connection along lines that enable 
us to utilize and capitalize some valuable 
accumulated experience, equipment and 
contacts. 

“As many of you know the Trust 
Division of the American Bankers Asso- 
ciation for many years has operated a 
specialized advertising service for the 
use of trust institutions and depart- 
ments. A recent report of the division 
stated, however, that desirable expansion 
of this service was retarded by the fact 
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that it was highly specialized and broader 
advertising material relating to the gen- 
eral field of banking, of which trust 
activities are a part, might be developed 
advantageously. In addition to this trust 
service the savings division likewise has 
for several years maintained a specialized 
savings advertising service. 

“These projects are now centralized in 
the Advertising Department, charged 
with the responsibility of developing 
broader advertising activities having to 
do with all types of banking, under the 
authority and supervision of the execu- 
tive officers, rather than under any par- 
ticular division. This arrangement, how- 
ever, leaves fuli discretion as to special- 
ized advertising, such as the trust and 
savings services, in their respective com- 
mittees. In addition, it permits an exten- 
sion of the work of supplying to such 
banks as desire it, a combined service of 
advertising copy and pamphlets of both 
general and specialized character for 
which it appears there is a real demand. 

“It is our aim to help those banks 
which subscribe to this new service to 
lay down a broader, sounder basis of 
public understanding regarding banking. 

“IT do not mean that we should try to 
educate the public in the technicalities of 
banking, but we should develop among 
the people a knowledge of the mutual 
benefits accruing from properly conduct- 
ed banking relationships. 

“Each of you, in your own communi- 
ties, in your own banks, have your own 
problems and your own policies. Yet, in 
the broad banking philosophy which lies 
behind your efforts to meet these prob- 
lems, you have the opportunity to exert 
a powerful influence in developing a more 
‘bank spirited public.’ ” 

After referring to the book, “Construc- 
‘ tive Customer Relations,’ Mr. Shepherd 
said: 

“Our theme should deal consistently 
with the essential line of service all 
sound banking inherently renders the 
depositor and the public. Facts can be 
simply told; and in a way that the public 
will know that banking is not made safe 
through laws and political interference, 
but through honesty and skill in manage- 
ment under private initiative. Properly 
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told messages embodying this philosophy 
of banking constitute the best sales argu- 
ment, not only to get customers into the 
bank but to get them into the bank in the 
right frame of mind. If extensively used, 
such copy should serve the welfare of all 
banking in creating sounder public un- 
derstanding of the proper functions of 
banking and the banks’ place in the 
nation’s life. We are confident that sound 
banking doctrine, flowing in sufficient 
volume from the respective banks to the 
people of their own communities, adapted 
to the particular needs of those com- 
munities, will be far more effective in 
bringing about a change in the public 
mind regarding banks and bankers than 
any generalized campaign of propa- 
ganda.” 


Take mystery out of banking, War- 
burg urges—Press and public wel- 
come facts simply told — Private 
banking system now “on trial for its 
life’ —Government control of credit 
would mean end of all individual 
enterprise 


Bankers as a whole have been too in- 
timidated by the demagogic crusade 
against them, in the opinion of James P. 
Warburg, vice-chairman of the Bank of 
the Manhattan Company, New York. 

“My own experience,” he said, “indi- 
cates that both the press and public opin- 
ion in general are only too glad to hear 
the other side of the story and to accord 
it fair treatment.” 

He emphasized the importance of more 
active efforts to give the public a clearer 
understanding of banking problems. 

“By and large people cannot trust what 
they cannot understand. One reason why 
the seeds of distrust sprout so easily in 
our financial soil is that the majority of 
the American people have only the haziest 
notion of what a bank does, what money 
is, and how the whole machinery of credit 
operates. In the past it seems to me that 
bankers instead of trying to foster an 
understanding of these things in the 
minds of the public, have almost delib- 
erately made a mystery of the whole 
affair—as if banking were some peculiar 
esoteric process which the average man 
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and woman could not possibly under- 
stand. 

“In the future, if we desire to com- 
mand the confidence of the people—if we 
hope to avoid those periodic spasms of 
panic fear for the safety of their money 
that have gripped our people from time 
to time—we must build our structure on 
the firm foundation of mutual knowledge 
and understanding. We, as bankers, must 
learn better to understand the needs of 
the people, and we must help them better 
to understand the problems that confront 
us in performing our various services. 

“There is nothing particularly myster- 
ious about the ordinary operations of a 
bank. It would take only a little intelli- 
gent effort to make these operations com- 
prehensible and even interesting to the 
average citizen. Financial advertising in 
the past has been couched very largely in 
the jargon of the trade. It has been 
worded so as to impress rather than ex- 
plain. In future I think we should do 
well to think less of showing how big 
and strong and mysteriously powerful we 
are, and to think a great deal more of 
making the plain truth of our problems 
sink into the public consciousness by 
means of plain English.” , 

The private banking system of the 
United States, Mr. Warburg asserted, 
“is on trial for its life,” but the major 
problem confronting the banking world 
and the public generally “is nothing less 
than a choice between being free citizens 
of a free country or regimented vassals 
of a social and economic dictatorship; it 
is a choice between individual capitalism 
under a democratic form of government 
and state capitalism under the tyranny 
of a totalitarian state. * * * 

“T do not hesitate to say to you that; if 
we pass the sentence of death upon the 
private banking system and go in for a 
system of Government owned and operat- 
ed banks, we shall have passed the sen- 
tence of death upon all private business, 
upon all private capitalistic enterprise, 
and upon our political, social, and eco- 
nomic freedom. That may sound like a 
somewhat hysterical statement. I assure 
you that it is made in the coldest of cold 
blood. 


“Government control of credit, Gov- 
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ernment control of prices, Government 
control of production cannot but mean 
the end of democracy, cannot but mean 
the end of all individual enterprise, and 
the substitution of an all-powerful and 
arbitrary central authority for the volun- 
tarily delegated authority vested in the 
government of a free country by a free 
people. * * * 

“If the private banking system is to 
survive it is essential that our banking 
laws be thoroughly overhauled and 
brought into conformity with the re- 
quirements of present-day economic life. 
This applies not only to the laws govern- 
ing the operations of the various kinds 
of individual banks, but it applies with 
equal force to the laws governing the 
issuance of currency and the rediscount 
functions of the Federal Reserve Sys- 
tem.” 

One of the primary needs of the mo- 
ment, Mr. Warburg believes, is for 
private bankers to devote their energies 
“to the accomplishment of the necessary 
legislative reforms.” 


Newspaper editor discusses joint re- 
sponsibilities of bankers and the 
press, giving practical suggestions 
for promoting mutual understand- 
ing and good will 


Talcott Powell, editor of the Indian- 
apolis Times, Indianapolis, Ind., in a frank 
discussion of the relationship of bankers 
and the press, expressed the opinion that 
both are to blame for erroneous impres- 
sions given to the public. 

“While on the surface our two profes- 
sions may appear far apart, actually no 
two enterprises are more mutually inter- 
dependent. 

“Banking, because it is the core of our 
economic life, has great power to damage a 
newspaper. The newspaper, because it is 
the prime element in contemporary thought, 
has equally great power to cripple banking. 
Thus there is an extremely practical reason 
why our two professions should arrive at a 
complete understanding. 

“T believe that both of us are at fault for 
the poor press which banking has. If a 
hitherto blameless preacher elopes with the 
soprano soloist in his choir, we newspaper 
men do not brand the entire clergy as a 
collection of lechers. If a physician is dis- 
covered feeding lethal doses to an elderly 
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patient who has named him in her will, we 
do not conclude that the entire medical pro- 
fession is bent on murder. Because the legal 
profession has a lunatic fringe of calloused 
shysters we newspapers do not characterize 
all lawyers thieves. 

“Yet because a few prominent bankers 
were found with their hands in the collec- 
tion plate when the lights went up, a great 
many newspaper men have unfortunately 
decided that every banker is about as trust- 
worthy as a hooded cobra. Consciously or 
unconsciously, they have passed their opin- 
ion along to their public. The public always 
is interested in a scapegoat, hence the tre- 
mendous hue and cry for all sorts of regu- 
lation, plain and fancy. * * * 

“I do believe, however, that the public 
should be provided with all of the facts in 
the banking situation, because like it or not, 
it is the public which will decide in the last 
analysis whether banks are to be individual 
or government institutions.” 

Mr. Powell summarized his suggestions 
as follows: 

“Do not overlook the importance of the 
reporter. He is the blood and bone of every 
good newspaper. 

“Do not place confidence in the influence 
of advertising upon editorial policy. If it 
exists on a newspaper, that newspaper is a 
poor advertising medium because if it will 
sell out its readers for a price, it will do the 
same to any advertiser. 

“Use your publicity man precisely as you 
would your lawyer or your investment 
counsel. Don’t expect the impossible of him. 

“Make every statement issued by a bank 
immediately understandable so that he who 
runs may read—and comprehend. 

“Remember that if you raise doubts and 
suspicions in the mind of a reporter, you 
are likely to find them reflected in the minds 
of your depositors the next day.” 

To explain in detail the attitude of the 
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reporter and how this attitude reacts 
against the interests of the banking world, 
Mr. Powell gave a verbatum report of a 
comment received from a member of his 
own staff: 

“It seems to me that bankers for too long 
have looked upon reporters as a particu- 
larly lowly class of individuals, designed to 
be kept waiting long hours in outer offices 
and to be snubbed even more ungraciously 
than would-be borrowers with bad credit 
records. This has, of course, roused a cer- 
tain quite natural resentment on the part 
of reporters. Any good advertising or public 
relations man knows that, no matter how 
careful editors may be, this resentment can 
creep occasionally into otherwise unimpas- 
sioned news columns, especially since most 
city editors are young enough to remember 
distinctly their own waitings and snub- 
bings.” 

Referring to his reporter’s comment, Mr. 
Powell continued: 

“There it is, gentlemen, for what it is 
worth, but in all frankness I am bound to 
say that this particular reporter’s remarks 
are fairly typical, I can remember too well 
my own heels cooling to the freezing point 
outside bankers’ offices. And that is your 
fault, not ours.” 


In spite of all difficulties and misunder- 
standings, however, Mr. Powell said in con- 
clusion: 

“IT believe that both banking and the 
newspapers are marching ahead into a 
period of greater usefulness. We can go 
farther and faster—together.” 


Clearing house for complaints favored 
by Frederick W. Barker, Jr.— 
Should be maintained in Public Re- 
lations department—Illustrations of 
effective good-will activities 


Frederick W. Barker, Jr., vice-president 
of the First Trust & Deposit Company, 
Syracuse, N. Y., in discussing the im- 
portance of close attention to all com- 
plaints and criticisms on the part of cus- 
tomers and the general public, expressed 
the opinion that a clearing house for all 
such matters should be maintained in the 
office of the man entrusted with public 
relations. 

“Many times complaints have a pretty 
good foundation, and he (the public re- 
lations man) should initiate the correc- 
tion necessary. Criticisms may be quite 
unfounded, but in any event, he should 
take the steps necessary to answer them.” 

Mr. Barker cited a recent case to illus- 
trate his point. 

“A substantial customer having a large 
living trust unexpectedly filed notice of 
revocation. It was a funded insurance 
trust where the income went for prem- 
iums. In this case, however, the income 
had never been sufficient and additions 
had to be made from time to time. The 
customer gave as his reason for revoca- 
tion too short a notice, at this time, of 
payment requirements. 

“Upon contacting this customer, it was 
found that this was not the actual reason. 
He had become sour on banks and bank- 
ers and fancied that his own funds had 
been mishandled—carelessly and_irre- 
sponsibly. He was in a pretty prejudiced 
state of mind. The fund had been in 
existence for seven years. We asked to 
be allowed to give him a survey of the 
operation of it. We made a comprehen- 
sive study of the securities received, 
bought and sold during that time, then 
presented him with the facts. 
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“The investment performance on the 
securities had been good. A small per 
cent of the mortgage investment was 
delinquent. We had had a definite pro- 
gram worked out on these and we showed 
him what it was. We also showed him 
that the average income of the trust 
for the seven years had been 5.65 per 
cent per annum before commissions. The 
picture was not perfect, but it was not 
bad. The customer was satisfied and 
rescinded his notice of revocation. 

“T bring this out as an illustration of 
a serious criticism being promptly and 
constructively answered. We retained the 
business and the man’s good-will. 

“A bank should always be building up 
its good name. Depositors come to a bank 
because it is considered sound and safe 
and because it has a reputation for treat- 
ing its customers courteously, efficiently 
and in a friendly and helpful manner. 

“A bank with that sort of a character 
just naturally attracts depositors. And 
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it is the satisfied customer that brings 
in the new business. Were I to go to a 
new town to live, it would be one of these 
customers who would tell me where to do 
my banking and it would be a bank with 
that kind of a reputation to which I 
would be directed. It is one of the public 
relations man’s jobs to get across steadily 
but unobtrusively by word of mouth and 
through the printed word the good char- 
acter of his institution.” 

Mr. Barker described also “one of the 
best things” ever done by his institution 
in creating and fostering good-will. 

“We started two years ago when peo- 
ple were very much depressed with the 
business and financial situation and many 
were saying that the Syracuse factories 
were a thing of the past, and that real 
estate values in the city were irreparably 
damaged. We decided to hold a series of 
exhibits in our main lobby of new prod- 
ucts developed during the depression, 
which local manufacturers had designed 
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to regain their markets. We wished to 
impress upon the public that the factory 
owners were going ahead in spite of 
things. We started with the exhibit of a 
new line of china, called Adobe Ware, 
which was made of clay in soft colors 
instead of pure white, and was produced 
by Onondaga Pottery Company—makers 
of Syracuse china. The title of our an- 
nouncement was ‘Changing the Complex- 
ion of the China Industry.’ We adver- 
tised the whole series as they came along 
as ‘New Products of Syracuse Manufac- 
turers’ and the idea received much favor- 
able publicity. Just before Christmas 
we showed novelty lines of candles de- 
veloped by our six candle companies. We 
filled the lobby with one of the most 
colorful displays of the series. Others 
presented—a new furnace by the Lennox 
Furnace Company; new die castings by 
the Precision Castings Company; new 
typewriters by Remington Rand and L. 
C. Smith & Corona Typewriters, Inc.; 
new aluminum window sash by O. M. 
Edwards Company; latest models of 
pressing machines by U. S. Hoffman 
Machinery Company and Prosperity 
Company; new models of washing ma- 
chines by Easy Washer Company; a revo- 
lutionary new line of switchbox lighting 
devices by Pass & Seymour Company. In 
fact, we showed the products of fifty fac- 
tories in a series that lasted from Novem- 
ber, 1932, to October, 1933. It not only 
made quite an impression on the people 
of the city, which was our primary 
object, but it created a great deal of 
good-will among the exhibitors. Exhibits 
in the main office lobby one week were 
transferred to the lobby of our large 
downtown branch the next. Customer 
and non-customer exhibitors were treated 
alike. It was one of the best things we 
ever did.” 

On the specific question, “How to get 
public relations accepted by executives 
and directors as a major consideration,” 
Mr. Barker said that it was not enough 
for the public relations man merely “to 
do the jobs well that come along’; in- 
stead, he “must go beyond this and think 
up the jobs—new methods of approach 
and attack—new ways to keep his bank 
in number one position in the eyes of the 
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public.” If he does this adequately and 
effectively, Mr. Barker believes “there 
will be no question in the minds of his 
executives as to the usefulness of his 
work.” 


Time ripe for depositor educational 
campaign, says C. E. Bourne—Be- 
lieves giving advice on investments 
should be avoided—tTells of person- 
nel methods employed 


“The threat of a changing social order 
and the plausible devices of theorists in 
places of authority must be faced by the 
banks in educating depositors,” declared 
Charles E. Bourne, advertising manager, 
the Royal Bank of Canada, before the 
Financial Advertisers Convention here 
this morning. 

The time is ripe for a depositor educa- 
tional campaign, Mr. Bourne pointed out, 
but the task “devolves largely, if not en- 
tirely, upon the personnel of a bank.” 
Depositor education should tactfully “em- 
brace suggestions regarding the use and 
value of money,” he said, but should 
avoid recommendations regarding invest- 
ments. Canadian banks, the youngest and 
smallest of which is thirty-four years 
old, are particularly conservative in this 
matter. “To recommend definitely any in- 
vestment to a bank depositor is a respon- 
sibility which we in Canada refuse to 
accept.” 

Mr. Bourne described in detail methods 
used by his bank in training employees and 
maintaining a desirable institutional spirit. 
The Royal Bank of Canada, he said, “while 
not consciously aiming at its future per- 
sonnel, really commences to work on its 
next generation of employees while they 
are yet students. 

“For years the appropriation for school 
advertising has been placed well to the fore 
in our annual budget, and wherever we 
have branches the good-will of the scholars 
is being cultivated through our school ad- 
vertising plans. For instance, Royal Bank 
Book Covers have been protecting the 
school books of young Canadians from one 
end of the Dominion to the other for so 
long that many of those who apply to us 
for positions already consider the bank as 
an old friend. * * * 

“Members of the staff are encouraged to 
improve themselves through study courses, 
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quite similar, I imagine, to your own Amer- 
ican Institute of Banking Courses. The fees 
of successful students are paid by the bank, 
and bonuses and promotions are offered for 
outstanding achievements. 


“Reasonable encouragement is given to 
sports and recreational activities. * * * 

“The bank mazagine, which was started 
fourteen years ago and has been published 
regularly ever since, is, perhaps, one of the 
best unofficial mediums we have for foster- 
ing a spirit of pride in the institution 
among the staff. * * * There is no attempt 
to preach through the pages of the maga- 
zine, but rather, its aims are along educa- 
tional and instructive lines and it is an 
interesting fact, and one well worth noting 
that, with very few exceptions indeed, its 
contributions, whether on the more serious 
aspects of banking or economics, historical, 
or in lighter vein, are contributed by mem- 
bers of the staff. * * * 


“A pension fund is set up and, after 
reaching 21, each man subscribes regu- 
larly throughout his term of service. The 
bank makes a generous contribution to it 
annually. This practice is general amongst 
Canadian banks. A group insurance plan is 
in force, which offers protection at nominal 
“== * 


“Behind all these plans for training, im- 
provement, recreation and security of the 
thousands of employees whose destinies they 
largely control, are a few executives, high 
principled men who, though strict in dis- 
cipline and stern with wrongdoers, are 
eminently just and fair; men who have 
risen from the ranks themselves and are 
quick to recognize merit and faithful serv- 
ice and ready to extend a sympathetic hear- 
ing, wise advice or a helping hand to those 
in genuine trouble who come to them.” 





Charles E. Bourne, in his address 
before the Financial Advertisers Asso- 
ciation Convention at Buffalo, told 
the following story: 

“There once was a disillusioned man 
who said he wished he might leave, 
as a legacy to his wife, a well trained 
bulldog to be with her when stock 
salesmen called. At mention of 6 per 
cent, such a dog would get up and 
walk around; at 8 per cent he would 
bark fiercely, and at 10 per cent the 
animal would fly at the salesman’s 
throat and finish him off.” 
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Bankers advised by financial editor to 
make better use of news columns 


“A banker need never worry about the 
politician if he has the public on his 
side,” asserted Ralph Hendershot, finan- 
cial editor of the World-Telegram, New 
York. 

“T am sure that most of you ‘will 
agree,” he said, “that some banking re- 
forms have been needed in this country 
for some time. The Senate Banking Com- 
mittee investigation brought this out in 
bold relief. 

“The public has not forgotten the 
testimony brought out at that time. It is 
not likely to forget it soon. The person 
who counsels you that the best policy to 
follow under the circumstances is to say 
nothing and let the affair blow over is 
rendering you an ill service. That policy 
has been followed in the past and has 
brought you gradually nearer to govern- 
ment ownership of the banks. If it is 
pursued it will complete the job. * * * 

“While I see no reason why bankers 
should become Billy Sundays, I do be- 
lieve that they should speak much more 
freely with the public on the affairs of 
their own concerns. And when I say 
speak I mean speak for quotation. They 
have a very bad habit of discussing 
things of public interest with newspaper 
representatives and then telling them 
that, of course, their statements are not 
for publication. To be sure, the news 
men appreciate their confidences, but 
they are interested primarily because 
they think the public would be inter- 
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ested, and because it is their job to pre- 
sent the news. * * * 

“You have improved the character of 
your advertising to some extent in re- 
cent years, but you have fallen down 
badly when it came to taking full ad- 
vantage of the news columns.” 


Intimate account of “home-made” ad- 
vertising campaign given by Presi- 
dent of Greensboro bank who be- 
lieves policy of complete frankness 
is essential 


N. S. Calhoun, president of the Secur- 
ity National Bank, Greensboro, N. C., 
said in part: 

“At the end of the year, we realized 
we should begin advertising, but hesi- 
tated to spend money for this purpose 
until we could begin to show a satisfac- 
tory operating profit. Certainly, our earn- 
ings did not justify employing an expert 
who would find it necessary to make a 
survey of our territory in order to be- 
come familiar with our particular situa- 


tion, and yet, we knew nothing about 
advertising technique. But we had a story 
to tell, and thought we knew what to say. 
So we called in a newspaper copywriter 
and with his aid, the suggestions of sev- 
eral officers were boiled down into what 
we thought would be a fine advertise- 
ment. When it was set in type and the 
proof submitted, it was as lifeless and 
cold as a dead fish, and looked like most 
other bank advertisements. We wanted 
something different. We knew we could 
talk to a man about the Security National 
Bank and we knew we could write a let- 
ter telling of its condition, policies and 
practices. That suggested the idea of 
writing letters, and we discarded the ad- 
vertisement which it had taken four 
officers and one copywriter four days to 
prepare and adopted the style which we 
have used once every week since January 
27, 1934; namely, a facsimile typewritten 
letter addressed ‘To the Public’ and 
signed by the president. 

“We called them ‘home-made ads,’ 
which was unnecessary since that was 
apparent, but it was an apology for our 
lack of style and an appeal to the reader 
not to be too critical. This seemed to be 
the cheapest form of newspaper adver- 
tising. It required no illustrations, and 
we think attracts more attention than if 
it resembled the usual type of bank ad- 
vertisements containing pictures of ships, 
factories, children and other art work, 
designed to catch the reader’s eye. 
Through these letters we can speak di- 
rectly to the people we want to reach and 
we do not have to pour our ideas into the 
brain of someone else and then have him 
attempt to put them on paper. * * * 

“In my thirty-two years in the banking 
business it has been unusual to hear any- 
one but a banker or an advertising man 
comment on bank advertisements, but the 
style, or frankness, or the policies out- 
lined in the series which we have been 
running seemed to appeal to the people 
and hardly a day passes that someone 
either in our presence, or by letter, does 
not comment favorably. We have found 
that the public is very much interested 
in the affairs of the Security National 
Bank. They like the way we are stating 
plain facts in a simple manner. We have 
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avoided the use of high sounding phrases 
and refrain, as far as possible, from the 
use of dry, wornout expressions and en- 
deavor to put some punch into what we 
say, ending each advertisement with a 
sentence or two indicating the subject 
of the next one. * * * 

“Simply to say that good management, 
sound policies and correct practices are 
necessary to the successful operation of 
a bank, is not sufficient. The public wants 
to know what are sound policies and cor- 
rect practices and to be able to distin- 
guish between them and unsound policies 
and dangerous practices. * * * If a few 
forward looking banks in each section 
will take the lead in adopting a policy 
of complete frankness, competition will 
force others ‘To meet the public’s demand 
for financial information.’ Educate the 
public, yes, but educate bankers first, and 
remember, publicity will do more than 
examinations to promote correct practices 
and keep banks sound.” 


Public Faith the Keystone 


Lewis G. Harriman, president of the 
Manufacturers and Traders Trust Com- 
pany, Buffalo, New York, speaking on 
public spirited banking, pointed out that 
public faith is the keystone of the entire 
structure. 

“Without it,” he asserted, “not alone 
our financial but our entire economic sys- 
tem would collapse.” 

Mr. Harriman expressed the thought 
that a more comprehensive understanding 
on the part of the general public as to 
the economic developments within the 
past ten years would give them “a more 
sympathetic understanding” of national 
problems which affect banks as well as 
everyone else. 


Mass Opinion Affects Every Bank 


That there is “a call and an obligation 
for every bank in the United States to 
engage in a program of organized public 
relations work and organized education 
of people as to the purposes and func- 
tions for which banks everywhere were 
established,” was an opinion expressed 
by Lewis F. Gordon of the Citizens & 
Southern National Bank, Atlanta, Ga. 

“We are dealing today with mass opin- 


IN 
RICHMOND, 
VIRGINIA 


Complete Trust Facilities 


Personal and Corporate 


STATE ~PLANTERS 
BANKJRUST ©. 


Established 1865 





ion which must be recognized and re- 
spected. When the President of these 
United States steps past all special and 
class groups and stands before a micro- 
phone with a national hook-up, talking 
to the people of the country, he gives the 
cue to every institution which is engaged 
in public service. The banker who thinks 
that it is sufficient to operate his bank 
as a sound institution and an individual 
entity, has missed the big lesson of 
March, 1933. He must realize that his 
institution is tied in with the financial 
structure of the nation and as a conse- 
quence will be affected by the mass opin- 
ion of the nation toward banks as a 
whole.” 


Meet Threat of Socialized Banking 


I. I. Sperling, assistant vice-president 
of the Cleveland Trust Company, in his 
inaugural address as president of the 
Financial Advertisers Association, said: 

“Good public relations—and that is 
largely advertising and publicity—is the 
surest way to combat the threat of social- 
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ized banking. By fair, intelligent, courte- 
ous treatment of their customers, by 
frankness with the public, and by ade- 
quate service, banks can build loyal fol- 
lowings which will refuse to believe that 
any bureaucratic control could possibly 
equal the service and the helpfulness now 
rendered by the politically-free, efficient- 
ly-and  honestly-managed, _ privately~ 
owned institutions. * * * 

“It is not only self-interest, but in the 
interest of banking as a whole and of the 
American people as a whole, that full con- 
fidence in deserving institutions be re- 
stored; that slander and libel be counter- 
acted; that truth, integrity, honesty and 
unwavering trusteeship be again given 
the earned confidence they have enjoyed 
for a period of more than three genera- 
tions. Current financial advertising 
should not, therefore, be regarded only 
as a competitive effort, but primarily as 
a great cooperation that will benefit all 
people and all banks.” 

In his talk on “Dramatizing Customer 
Relations,” Mr. Sperling said: 

“The Cleveland Trust Company, with- 
out smugness or complacency, had al- 
ways felt that its relations with custom- 
ers and the public were good, but on the 
theory that there is always room for 
improvement—decided that this year was 
the right time to improve its public con- 
tacts. 

“But not entirely by lectures, preach- 
ment or classroom routine. 

“Rather, it decided to supplement the 
necessary discussions by dramatizing in 
short sketches, the right and wrong ways 
to handle customers, to answer a question 
of policy, deal with one’s fellow employ- 
ees, execute a bank operation involving 
tact, write a letter, answer the telephone, 
solicit a new account, and a host of other 
contact problems familiar to every bank 
man or woman from messenger to vice- 
president. One skit even suggested what 
to do in the event of a hold-up. 

“These dramatizations made all the 
difference between an ordinary instruc- 
tion course and a series of meetings 
eagerly attended. Many veterans who by 
virtue of long years in service, might 
have been prompted to scoff, remained to 
say, “This is great!” One vice-president 
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in a talk to the employees, regretted that 
there had been no such graphic way to 
learn in his earlier days—only by dull 
preachment and painful experience. * * * 

“General discussion was invited after 
each presentation and the group leader 
emphasized the most glaring errors de- 
picted. It was made clear that the play- 
lets were only suggestions since the pur- 
pose was not to put actual words in the 
mouths of contact people. Rather, they 
sought to stimulate alertness and re- 
sourcefulness and an intelligent under- 
standing of human behavior.” 


Look to Banks for Leadership 


“We are too pessimistic if we think 
that our communities no longer look to 
their banks for economic leadership,” 
said Roy L. Stone, vice-president, First 
Wisconsin National Bank, Milwaukee, 
“and we are entirely too optimistic if 
we think we can hold our own against 
competing businesses and competing 
philosophies by clinging to a policy of 
so-called dignified silence.” 

Mr. Stone stressed two thoughts, first 
that “within the framework of limita- 
tions imposed by sound banking princi- 
ples, banking service should be shaped 
and adapted to meet public demand,” and 
second, that every effort should be made 
to promote a clearer public understand- 
ing of sound banking practices. 

He suggested that the banker can 
obtain valuable pointers regarding public 
reactions “simply by giving a straight- 
forward, man-to-man talk before any 
business men’s group—such as your local 
Rotary Club, Kiwanis Club or other or- 
ganization. 

“Get up before a group of this kind 
and discuss banking in plain, everyday 
language. Point out how and why your 
bank functions in your community. Make 
clear the reasons and the logic which 
shape the policies and practices of your 
bank and other banks. And then ask for 
questions. 

“You'll get them—a lot of them. You 
may think that your audience is trying 
to put you on the spot. They will fire at 
you on the subject of service charges, 
interest rates, loaning policies and half 
a dozen other topics. 
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“Answer their questions frankly, fully 
and clearly. Take your inquisitors behind 
the scenes and let them watch the ma- 
chinery in motion. Let them see just how 
the banking mechanism works. By the 
time you have finished, you will find that 
your audience have developed an entirely 
new attitude toward bankers and banks 
and banking policies. You will have per- 
formed a distinctly worthwhile educa- 
tional job . . . and customer education is 
part and parcel of intelligent service.” 


Bankers as Public Servants 


L. A. Chambliss, assistant vice-presi- 
dent of the Fidelity Union Trust Com- 
pany, Newark, N. J., emphasizes the fact 
that “while the daily demeanor of the 
average business man is of no particular 
significance to the general public, the 
contrary is true of the banker.” 

After referring to the opinion so fre- 
quently held that “the immediate object 
of the banker is to make money for him- 
self and his customers and stockholders,” 
Mr. Chambliss said: 

“To drive out this error and to implant 
in its place the truth that the banker’s 
first mission is to serve the needs of his 
community, to help its flow of business 
and to promote its general prosperity, 
often as well by conservatism as by op- 
timism, would go far toward placing the 
banking profession in that position of 
general public esteem to which it is en- 
tiie. * * © 

“Banking is not only one of the most 
important professions in the world—if 
not the most important—but from the 
point of view of service to mankind, it 


holds high opportunities. Thence it befits 
us all to look carefully to our motives, to 
engage ourselves constantly in building 
character, in order that our every action, 
important or unimportant, shall operate 
to bring about the highest possible de- 
gree of co-operation between the public 
and ourselves.” 


Three Advertising Items 


George P. Edwards, publisher of the 
Coast Banker and Pacific Banker, San 
Francisco, offered the suggestion that 
the financial advertiser should convince 
the public of the fundamental need for 
private banking and “show the customer 
that the legitimate banker is just another 
business man trying to give the best 
facilities for a reasonable recompense.” 

“With banking more standardized than 
ever before,” Mr. Edwards continued, 
“and the safety factor answered by Fed- 
eral Deposit Insurance, there are three 
items which an individual bank must use 
for its own gain: superior service, ex- 
perienced management and pleasing per- 
sonnel. The advertiser must use these 
tools in distinguishing his own bank 
from competitors; he has little else for 
the purpose.” 

A letter from Paul S. Dick, president 
of the United States National Bank of 
Portland, Oregon, was quoted by Mr. 
Edwards in part as follows: 

“It is our opinion that although pres- 
ent conditions have required a recasting 
of banking functions, and particularly 
the assumption by the Federal Govern- 
ment of many functions formerly direct- 
ed by our banks, there is, however, no 
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change in the fundamentals on which 
commercial banks must conduct their 
business. We have sufficient confidence 
in the future to feel that satisfactory 
solutions will be gradually found to all 
of our most pressing economic problems, 
not the least of which are the natural 
recuperative powers of this country. 
Accepting that theory, we are of the 
opinion that the commercial bank that 
keeps itself foremost in the field at this 
time will be the one to reap the first ad- 
vantages of returning prosperity. Our 
policies for developing new business and 
for promoting an active customer interest 
in the services of this bank have under- 
gone no change and we are making every 
effort to evolve new methods and ideas 
for further development.” 


Time Ripe for Consistent Advertising 


“More respect is due the financial 


house that consistently refrains from ad- 
vertising than to the house that believes 
in advertising, but is afraid to advertise 
consistently,” said E. B. Wilson, presi- 


dent of Edwin Bird Wilson, Inc., New 
York. 

“More than once I have said to bank- 
ers, ‘Advertise adequately or not at all. 
If you are not willing to commit your 
institution to a wise advertising course 
—intelligently planned and executed and 
continuous—keep out entirely and save 
your money.’ But mere size of appropria- 
tion sometimes is a less important part 
of successful financial advertising. There 
is where the enormous grasp of technique 
comes in. Making every dollar count is 
the result of technical knowledge. Too 
many appropriations are used up by rule 
or guess work. A nice, clean, orderly, 
accountant-like budget sheet doesn’t 
mean a thing, if you don’t know what 
items are worth budgeting and how and 
why and wherefore. It is a good time, 
now, to ask some cost questions. Is my 
institution spending enough, or too much, 
for advertising? If the appropriation is 
of right amount, is it being spent 
wisely? Should we revise our allocation 
of expenditures? New conditions may 
have made your old budget obsolete.” 

The public psychology, in Mr. Wilson’s 
opinion, is “turning to assurance.” He is 
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confident that the institutions who will 
get the lion’s share of future business are 
“those who have the courage to antici- 
pate activity and build the permanent 
rather than the temporary patronage of 
the public.” 


“Renaissance of Financial Advertising” 


That we are rapidly approaching “a 
renaissance of financial advertising” was 
an opinion expressed by Frank A. Arn- 
old, a radio advertising consultant, New 
York. Bank advertising, he believes, will 
“of necessity be largely confined to the 
institutional type.” 

Mr. Arnold is a strong believer in the 
efficacy of the radio for this kind of 
advertising. He said that “while radio 
has been used nationally by only a few 
firms in the banking and investment 
field, locally it has proved a tremendously 
valuable form of promotion and publicity 
to at least 75 banking institutions.” 

That the new Securities Act will prove 
“harmful to the general run of investors” 
was an opinion expressed by Colonel 
Benjamin F. Castle, vice-president of the 
Administrative and Research Corpora- 
tion, New York. Its provisions, he be- 
lieves, effectually prevent them from 
learning of sound securities offered by 
reputable firms in good standing. 

He based his attitude on the belief that 
the average investor will not read the 
mass of information which must now be 
included in a prospectus, and “would not 
understand it if he did read it.” He con- 
cludes that “the stage is set for the gyp 
salesman offering a worthless stock.” 





“Good advertising is still important 
today, but it is definitely secondary 
to the great need among all banks 
for constructive employee training. 
Through no other means can the 
latent power of persuasion which lies 
dormant in every bank be mobilized 
into a dynamo for building AND 
HOLDING THE GOOD WILL AND 
APPROVAL OF THE PUBLIC.” 

Excerpt from remarks of Julia A. Glenn, 

Director of Public Relations, Green Point 


Savings Bank, Brooklyn, N. Y., at Conven- 
tion of Financial Advertisers Association. 














COURT DECISIONS 


Trustee’s Action in Retaining Corpo- 
rate Stock Received From Estate of 
Testator Upheld— 


Mo. Supreme Ct., Fairleigh et al. vs. Fidelity 


National Bank and Trust Company of Kansas 
City, Mo. Decided April 19, 1934. Rehearing De- 
nied June 12, 1934. 


Excerpts from the opinion follow: 

‘This is a suit in equity brought by the 
beneficiary in a testamentary trust against 
the trustee. Plaintiff, Emily K. Fairleigh, is 
a daughter of Richard H. Keith, deceased. 
It is alleged that by his will Richard H. 
Keith “bequeathed and conveyed” a certain 
share in his estate in trust to the defendant 
as trustee and directed that such part of his 
estate “be invested by defendant as sole 
trustee in safe securities and the income 
thereof be paid at convenient periods to the 
said Emily K. Fairleigh”; that on or about 
July 8, 1913, and as a part of said trust 
estate, defendant as such trustee received 
certain shares of stock of the Central Coal 
and Coke Company; that said shares of stock 
“were not at any time on or after July 8, 
1918, safe securities, and defendant instead 
of selling said stock and reinvesting the pro- 
ceeds thereof in safe securities, as it was the 
duty of said trustee to do * * * has kept and 
is keeping said stock on hand in total dis- 
regard of its obligation as trustee and the 
market value of said stock after July 8, 1913, 
has greatly depreciated and the income 
therefrom * * * has not equaled the income 
which would have been derived from safe 
securities if said stock had been sold and 
the proceeds invested in safe securities.” 
The prayer of the bill is that “defendant be 
required to dispose of” said shares of stock 
“to the best advantage * * * account for de- 
preciation in value of the principal and loss 
of income * * * and that so much of the 
proceeds of the sale and recovery * * * as 
may be principal be invested in safe securi- 
ties * * * and so much thereof as may be 
income be ordered paid to the plaintiff Emily 
K. Fairleigh.” The answer is that defendant 
“did at all times fully perform its duties and 
obligations as Trustee under the will * * * 
and at all times acted in strict conformity 
to the terms thereof” and further that in 
continuing to hold said shares of stock it 
acted “at the special instance and request 
of the plaintiff, Emily K. Fairleigh; that said 
plaintiff fully acquiesced therein and is 
estopped to complain thereof.” * * * 

‘Richard H. Keith entered the coal busi- 
ness in 1871; later a partnership composed 


of Richard H. Keith and W. C. Perry was 
formed, the firm name being Keith and 
Perry. In 1893 the partnership business was 
incorporated under the name of Central Coal 
and Coke Company. Keith was the first 
president of the Central Coal and Coke Com- 
pany and continued in that position until his 
death in 1903. The Central Coal and Coke 
Company had a capital stock of $7,000,000. 
It owned 66,000 acres of coal lands and 
mined and sold coal; it also owned a large 
acreage of timber lands in Louisiana and 
Texas and engaged on an extensive scale in 
the manufacture and sale of lumber. The 
annual production of the company was about 
four million tons of coal and 160,000,000 to 
170,000,000 feet of lumber. Keith seems to 
have been eminently successful in the busi- 
ness field and while the evidence does not 
show the extent and value of the property 
composing the Keith estate at the time of 
his death enough appears here and there in 
the record to indicate that he possessed large 
and valuable property interests. It appears 
that he owned a large number of the shares 
of stock of the Central Coal and Coke Com- 
pany (the number thereof or per cent. is not 
shown). We note that it was developed that 
he owned one-third of the stock of another 
corporation, the Louisiana and Texas Lum- 
ber Company, which was also engaged in the 
lumber business. It also appears that he 
owned an undivided one-half interest in the 
Keith-Perry Building in Kansas City. The 
value of that interest is not shown but some 
years after Keith’s death his heirs purchased 
the other undivided one-half interest in that 
property at a valuation of $250,000. A prop- 
erty designated as the Keith homestead was 
a part of the estate. It is apparent too that 
at the time of his death Keith had some con- 
siderable amount of cash on hand and other 
investments, in addition to those mentioned, 
in the form of bonds and corporate stocks. 
With this general summary indicating the 
form and nature of the property holdings of 
the testator, both at the time the will in- 
volved was executed and at the time of his 
death, we submit an abstract of the 
wu: *** 


‘Paragraph 7, (immediately involved in 
this suit) 


devises, bequeaths and conveys “‘all the rest and 
residue of the property of which I may die pos- 
sessed, real, personal, and mixed * * * unto my 
son, Charles S. Keith and to said Fidelity Trust 
Company” (this defendant) ‘‘as joint tenants, and 
unto their successors hereinafter provided for * * * 
in trust for the following purposes: To hold, pos- 
sess, manage, preserve and keep invested the same 
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until my youngest child living shall be twenty-five 

years of age.” 

‘Then follow directions as to the disposi- 
tion or distribution of the “entire net in- 
come” from the residuary estate during the 
period until the youngest child shall attain 
the age of twenty-five. Continuing this para- 
graph specifies: 

‘“‘My said trustees are hereby invested with full 
power of disposition of said trust property, and 
every part and parcel thereof, within their discre- 
tion, and it is my desire and wish that all invest- 
ments made by me shall remain as they are at the 
date of my death until such time as said invest- 
ments, in the judgment of my said trustees, be- 
come unsafe, unprofitable or undesirable; but my 
said trustees, if they decide to change any invest- 
ments made by me, or if they have possession of 
any residue of the income of my estate, shall in- 
vest the same in United States, State, County, 
municipal or school bonds, or in notes secured by 
first mortgages on real estate, which said mort- 
gages shall not exceed two-thirds (34) of what said 
trustees shall consider the actual value of the real 
estate therein described. * * * When my said 
youngest living child shall be twenty-five (25) 
years of age, as aforesaid, the trust hereby created 
by this paragraph shall cease and determine, ex- 
cept as hereinafter provided, and the said trust 
estate created by this paragraph shall belong 
equally to my beloved wife, Mary L. Keith, and 
my children, Charles S. Keith, Margaret L. Hast- 
ings, Anna F. Koehler, Richard H. Keith, Jr., 
Virginia Keith, Emily Clara Keith and Mary Tay- 
lor Keith, share and share alike, and should any 
child or children be born to me after this date, or 
die before me leaving descendants, such child or 
children, or their descendants, per stirpes, shall 
share equally with my wife and children, above 
named, in said trust in this paragraph created. 
* * * Tt is, however, my wish, and I hereby direct 
and instruct the said Fidelity Trust Company, as 
sole trustee, (or its successor to be appointed by 
the court as hereinbefore provided) to retain, and 
I hereby bequeath and convey to it the legal title 
to one-half in value of the shares in my estate 
belonging or that will belong to my daughters, 
Virginia Keith, Emily Clara Keith, (the plaintiff) 
and Mary Taylor, and said half shares shall be by 
said trustee invested in safe securities, and the 
income thereof, at convenient periods, paid to my 
said daughters last named, so that the said income 
may be used and enjoyed by my said daughters 
last named for their own purposes, free from con- 
trol or dominion of any other person or persons; 
and it is my further wish and command that no 
part of the principal or income of one-half in 
value of the shares in my estate of my daughters 
last named shall be paid to, or become liable for 
the debts or obligations of their husbands, or any 
other person. At the death of my said daughters 
last named, or at the death of either of them, this 
trust shall cease and determine as to her, and the 
one-half, in value, of their or her share in my 
estate shall descend as provided by the Statutes of 
the State of Missouri, unless my said daughters 
last named have disposed thereof by will.” * * * 


‘There appears to be ample basis in the 
evidence to sustain defendant’s contention 
that even if it be held that under the will it 
was the duty of the defendant trustee to, 
within a reasonable time after July 8, 1913, 
sell the Central Coal and Coke Company 
stock and invest the proceeds in some inter- 
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est bearing security such as government or 
municipal bonds or like security neverthe- 
less Mrs. Fairleigh fully acquiesced and con- 
sented to the holding of this stock by the 
trustee * * * 

‘plaintiff’s contention is that under the 
provisions of the will creating the trust it 
was the duty of the defendant trustee within 
a reasonable time after July 8, 1913, to sell 
all property at that time retained by it in 
trust as a part of the one-half in value of 
Mrs. Fairleigh’s share in the residuary es- 
tate which was not at that time already 
invested in interest bearing securities com- 
monly referred to as legal securities, as gov- 
ernment bonds, state and municipal bonds, 
or notes secured by first mortgage on real 
estate, and invest the proceeds in securities 
of that kind; that the trustee did not do so 
but held this Central Coal and Coke Com- 
pany stock; that same has ceased for vary- 
ing periods of time to pay dividends and the 
market value of the stock has depreciated 
hence this suit against the trustee. 

‘We have heretofore noted that complaint 
is made only as to this particular stock, no 
complaint being made that the trustee con- 
tinued to hold and did not sell the Louisiana 
and Texas Lumber Company stock; the 
interest in the Keith-Perry Building; the 
interest in the Keith homestead property or 
any other corporate stocks or real estate 
investments which were included in the trust 
property. Apparently these other invest- 
ments, made by Richard H. Keith, have con- 
sistently produced an income satisfactory to 
Mrs. Fairleigh and though the trustee did 
not convert same into cash and reinvest as 
she now contends was its bounden duty un- 
der the provisions of the will she neverthe- 
less approves the course pursued by the trus- 
tee. Likewise with full knowledge of the 
provisions of her father’s will, fully aware 
of the values ascribed to and dividends paid 
upon the Central Coal and Coke Company 
stock and knowing that the trust company 
had not sold but continued to hold that part 
of such stock retained in trust for her she 
made no complaint thereof or objection 
thereto until shortly before the filing of this 
suit, a period of from 15 to 16 years. We do 
not refer to this by way of an estoppel but 
rather as indicating that the construction 
which she herself must have put upon the 
terms of paragraph 7 of this will coincided 
with the construction placed thereon by de- 
fendant trustee. 

‘Defendant’s position is that under the 
provisions of paragraph 7 it was called upon 
to exercise a sound discretion in the preser- 
vation and management of that part of Mrs. 
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Fairleigh’s property which it was directed to 
retain in trust and that it has faithfully 
discharged its duties as trustee. * * * 

‘The opinion details facts regarding the 
policies and practices of the Central Coal 
and Coke Company, reviews the history of 
price of its stock dividend record and other 
pertinent facts and points out that “Mrs. 
Fairleigh herself considered the stock to be 
a good investment.” She never sold or at- 
tempted to sell any of the stock which she 
received as a part of the one-half of her 
share in the distribution of the residuary 
estate but instead between 1913 and 1929 
bought additional shares and increased her 
investment therein. Thereafter the court 
concludes: 

‘No impeachment is made of the business 
acumen and sagacity of the officers and di- 
rectors of the trust company nor as we have 
mentioned is their good faith questioned 
and it must be conceded that in the manage- 
ment of the trust they acted with an honest 
judgment. It appears that the trustee suc- 
cessfully and profitably managed and admin- 
istered the trust as a whole. Certainly the 
trustee was not an insurer nor was it re- 
quired to be infallible in its judgment or to 


possess and exercise powers of “provision or 
prophecy” or anticipate events not generally 
looked for and the mere fact that the trus- 
tee’s judgment was not fully vindicated by 
the course of subsequent events which were 
not discoverable by ordinary prudence, is not 
a showing that the trustee failed to exercise 
a sound and reasonable discretion in the 
management of the trust. Bowker, trustee, 
vs. Pierce et al., 130 Mass. 262; William W. 
Crapo, 181 Mass. 55, 62 N. E. 956; In re 
Clark’s Will, 257 N. Y. 182, 177 N. E. 397; 
Taylor vs. Hite, 61 Mo. 142; In re Chapman 
(1896) 2 Ch. 763. All that was required of 
this trustee under this will was that in the 
management of the trust property which it 
received it act with good faith and in the 
exercise of a reasonable discretion and such 
trustee “acting honestly, with ordinary pru- 
dence and within the limits of the trust” is 
“not liable for mere errors of judgment.” 
In re Chapman (1896) 2 Ch. 763. 

‘We conclude that the trial Chancellor 
was right in holding that under the facts 
shown, the trustee acting in good faith rea- 
sonably exercised the discretion vested in it 
which is all the law requires. The judgment 
is therefore affirmed.’ 
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Will Construction—Priorities of Lega- 
tees—A batement. 
Matter of estate of Josie M. Rosenstein. Appli- 
cation for payment of a legacy. New York Sur- 


rogates Court. Mr. Surrogate Delahanty. Decided 
September 5, 1934. 


The executors of the estate of deceased’s 
husband seek to compel the payment to them 
of a legacy given to him by the seventh 
paragraph of the will of deceased. Deceased 
died June 6, 1932; her husband, the legatee, 
on July 3, 1933. By the terms of paragraphs 
third, fourth and fifth of the will of de- 
ceased, gifts aggregating $10,000 were made 
to relatives of deceased. The bequest in issue 
here is provided for in paragraph seventh 
of the will, which says: 


“The money bequests as set forth in para- 
graph ‘Third,’ ‘Fourth’ and ‘Fifth’ of this 
Will are to be paid out of the moneys which 
may be on deposit to my credit in savings 
banks or in any other banks, and after pay- 
ment of the aforesaid bequests have been 
made, then the balance remaining on de- 
posit in my name in any banks shall be 
paid over to my beloved husband, Wilford 
Lincoln Rosenstein, absolutely and forever.” 


Bank deposits of deceased aggregated 


over $13,000 at her death. It is stipulated: 


that the debts, funeral expenses and admin- 
istration expenses will require use of a 
large part of the moneys in bank, and that 
all four legacies cannot be paid in full. It 
follows that the priorities, if any, of the 
legatees must be determined. The husband’s 
executors argue that the legacy to him is 
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specific and that it does not abate until the 
other legacies are exhausted. 

There is some support for the idea that 
the bequest of money, even unidentified by 
reference to particular place of deposit, is 
a specific legacy (Matter of Tailer, 147 
App. Div., 741; Matter of Schrier, 145 Misc., 
593; Matter of Baker, 146 Misc., 437, 440), 
though these authorities seem inconsistent 
with the standard concept of a specific 
legacy (Crawford v. McCarthy, 159 N. Y., 
514, 519; Matter of Columbia Trust Co., 
186 App. Div., 377). It is difficult to find 
basis for asserting this gift to be a specific 
gift. Concededly the husband did not get 
as of the death of his wife the entire bank 
deposit. Since a bank deposit establishes 
only the relation of debtor and creditor, 
and since the gift is in effect a gift of a 
chose in action it would be necessary in 
holding this to be a specific gift to justify 
a theory which would divide up a chose in 
action and give a fraction of it to a legatee. 
It is unnecessary, however, to determine 
whether the legacy is specific or not, since 
nothing turns on its character. 

“The intention of the deceased is always 
to guide us in the construction of a will. 
When that can be discovered, it will not be 
affected by any rule of construction” (Mat- 
ter of Rooker, 248 N. Y., 361, 364). The 
intention of deceased is clear. Her husband 
was to have only so much of the money in 
the banks as remained after the bene- 
ficiaries under the earlier paragraphs had 
been paid in full. Since that full payment 
is impossible the legacy to the husband 
abates. 





EXCERPTS FROM'‘SELECTED ARTICLES 


Libel by Last Will and Testament— 


“New York Law Journal,’ September 6, 1934, 


page 644. 


For a libel contained in a last will and 
testament redress has sometimes been 
sought in an action for damages against the 
estate of the testator. On other occasions the 
person so defamed has sought a court order 
to expunge the defamatory matter from the 
probated copy of the will. 

John Russell Green, a resident of New 
York City, died in Paris, France, last No- 
vember. He was a son of the late Adolphus 
W. Green, founder of the National Biscuit 
Company. The former’s will, recently filed 
for probate in New York County, contained 
the following provision: 

I intentionally make no provision for my wife, 
Ellen P. Green, in this my last will and testament, 
because she abandoned me some years ago and to 
my knowledge has not been a good and true wife 
to me. I therefore expressly direct that she shall 
not share in my estate in any way. 

‘Such a statement, with appropriate alle- 
gations of innuendo, would probably be held 
by the courts to be libelous per se, with a 
resulting liability, lacking a valid defense to 
the action. It may be suggested in passing 
that the newspaper publication of a will 
after probate would probably be privi- 
leged. * * * 

‘In a Georgia case a certain Mrs. Hen- 
dricks, after making a bequest to a legatee 
whom she described as “the son of the di- 
vorced wife of my deceased son,” said: 

This limited provision of $100 is made in my will 
for such legatee for the reason that I do not rec- 
ognize him as a grandson, descendant of my 
blood; and in no event shall he receive from my 
estate a greater amount than specified in this item 
of my will: 

‘The legatee, who was by this recital 
charged by innuendo with being of illegiti- 
mate birth, was held entitled to maintain an 
action for libel against the estate of the 
decedent (Hendricks vs. Citizens’ & South- 
ern Nat. Bank, Ga. App. 158 S. E. 915). 


‘In the earliest American case upon the 
subject (Gallagher’s Estate, 10 Pa. Dist. 
733) a testator stated in his will that an at- 
torney whom he named owed him more than 
$3,000, expended for maintaining him at 
college; that the attorney had often prom- 
ised to pay the debt, but had never paid a 
dollar of it. After declaring that he refused 
to relieve the attorney from the obligation, 
the testator bequeathed the amount of the 
debt to two legatees and directed them to 
collect it. The attorney presented a claim 
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against the estate for libel. The Orphans 
Court permitted the attorney to prosecute 
his claim to a hearing, on condition, how- 
ever, that if it should appear that he was 
really indebted to the estate he should forth- 
with pay the amount due. The court said: 

It ought not to be permitted that a solemn testa- 
mentary disposition should be made the vehicle of 
libelous matter. 

‘An imputation similar to that in the will 
of Mrs. Hendricks, above referred to, was 
contained in a codicil which was admitted to 
probate in Tennessee: 

And the sum of two hundred and fifty (250) 
dollars to John Woodfin, $1 to William Woodfin, 
and $1 to Cleo Woodfin, the illegitimate children 
of my brother James Woodfin, is all that they are 
ever to have of my estate. 

‘Mrs. Cleo Woodfin Harris, one of the 
children whose name was thus mentioned, 
brought an action against the estate for libel 
(Harris vs. Nashville Trust Co., 128 Tenn., 
573, 162 S. W., 584, 49 L. R. A., N. S., 897, 
Ann. Cas., 1914-C, 885). The court said: 

No more effective means of publishing and per- 
petuating a libel can be conceived than to secure 
the inscription of such matter on court records, as 
by probate of a will. The libel is not only per- 
manently recorded, but in this case will be of 
widespread circulation for many years. The testa- 
tor was the owner of considerable real estate, and 
every time a transfer of this property is made and 
an examination of the title necessitated, this will 
must be scrutinzed and the libel will be called to 
the attention of parties interested. This stigma 
placed by the testator upon this plaintiff and her 
descendants will thus be made conspicuous for 
years to come. 

‘The court held that the publication of the 
libel was made by the testator’s agent, the 
executor, “in literal pursuance of the au- 
thority given,” that is to say, by the probate 
of the will. The doctrine that.a personal ac- 
tion dies with the person was held inapplica- 
ble, the court pointing out that the right of 
action did not accrue until the libel was 
published by the probate of the will. 

‘The court in the Hendricks case (supra), 
however, held that it was immaterial 
whether the will was filed for probate by the 
executor named therein, or by some other 
person. The liability of the estate was not 
predicated, said the court, upon any doctrine 
of agency, but upon the fact that the tes- 
tatrix must have known that the will would 
be presented for probate and record, and 
must have contemplated the natural conse- 
quence of such act. To hold that the estate 
was not answerable, declared the court in 
this case, would be to concede that the wrong 
committed against the plaintiff was without 
remedy. 
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‘It is true, however, that the Georgia court 
undertook to justify its decision on principle 
rather than on authority, in which connec- 
tion it was observed: 

Upon consideration of the question we find our- 
selves squarely facing a choice between two 
courses; on the one hand, the orthodox course of 
adhering strictly to the rigid rule of the common 
law, which in any case of the character of that 
before us would do violence to our innate sense of 
what is fair and right; or, on the other hand, of 
falling in line with the constantly changing con- 
cepts of the law and its administration, by con 
forming with what appears to be a modern doc- 
trine “pure drawn from the fountains of justice.” 
In the instant case, notwithstanding our natural 
aversion to do anything in the nature of “judicial 
legislation,’”” we are impelled, in good conscience, 
to adopt the latter alternative. Though the doc- 
trine that we have decided to follow, it is true, 
does not seem to be derived from any ancient legal 
lore, it has the merit, in our judgment, of being 
deep-rooted in a moral source. 


‘In re Bomar’s will (18 N. Y. Supp., 214), 
which was a decision of the Surrogate’s 
Court, Kings County, jurisdiction was as- 
serted to refuse probate to certain provi- 
sions of a will which were merely defama- 
tory and did not affect or modify the dis- 
positive clauses of the will. 

‘The correctness of this decision was ques- 
tioned in a later case, in which a will and 
codicil were offered for probate in the Surro- 
gates’ Court, New York County (In re 
Meyer, 72 Misc., 566, 131 N. Y. Supp., 27). 
Here a motion was made that the codicil, 
which appointed a guardian for a child of 
the testatrix, be held to be null and void and 
that certain matter be struck out of it as 
scandalous, scurrilous, improper and not dis- 
positive. Surrogate Fowler held that the 
surrogate had no power to expunge matter 
from an original will or codicil in any case, 
and refused also to exclude the matter which 
was objected to from probate and record. He 
based his refusal on the ground that the 
power, assuming it to exist, was to be spar- 
ingly exercised, and that the matter com- 
plained of was not, in his judgment, of a 
character to be harmful. Although stating 
that he deferred to the “solitary judicia! 
precedent” of the Bomar case, Surrogate 
Fowler said: 

I confess that if it were an original question 
there would be, to my mind, some doubt whether 
the surrogates of this state are now invested with 
judicial powers over the records of wills to such 
an extent that they may even refuse to decree pro- 
bate to any part of a testamentary paper held to 
be executed with due solemnities and in good faith 
propounded to them for probate. * * * If the Eng- 
lish cases go to the extent of asserting that a 
testamentary paper, duly executed, cannot be pro- 
bated if not dispositive, certainly the inferences to 
be drawn from the adjudications of this state do 


not support such an extensive power in the sur- 
rogate. 
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‘The liability of a newspaper which pub- 
lished a will containing libelous matter 
would probably depend upon whether or not 
the will had become a part of a judicial pro- 
ceeding, assuming, of course, that there was 
no actual malice on the part of the publisher. 
That is to say, if a newspaper should, be- 
fore proceedings for probate, publish a will 
which, according to custom, had been read 
aloud at a family gathering, which contained 
defamatory matter, an action for libel might 
prevail, assuming, of course, that no valid 
defense could be established by the defen- 
dant. On the other hand, after the filing of a 
will for probate, it is probable that the 
“privilege” conferred by section 337 of the 
Civil Practice Act would apply. It will be 
recalled that a defense of privilege was up- 
held in an action for libel, where the publica- 
tion related to a pleading which had been 
filed, notwithstanding the case had not been 
brought before a court or judge (Campbell 
vs. New York Evening Post, 245 N. Y., 320). 
In the case of a will filed for probate, and 
even in advance of any other step, the same 
reasoning might be deemed applicable.’ 





The Urban Mortgage Debt—Problems 
of the City Property Owner— 


“The Index,’”’ published by The New York Trust 
Company, September, 1934, pages 181-188. 


‘The greatest volume of long-term in- 
debtedness in the United States is that 
comprised in the general classification of 
urban mortgages. While figures for the 
total of this tremendous and widespread 
debt are an estimate at best, it is be- 
lieved to approach $36,000,000,000, of which 
$21,000,000,000 represents home mortgages 
and the remaining $15,000,000,000 mort- 
gages on office buildings, apartment houses, 
hotels and other urban properties. This is 
a total greater than the debt of the Fed- 
eral Government, greater than the aggre- 
gate total of all local government debts, 
greater than that of any class of private 
or corporate indebtedness, and more than 
four times that of the farm mortgage debt. 

‘On the basis of figures incorporating only 
definitely known data, it has been estimated 
that, between 1921 and 1931, the urban 
mortgage debt increased by more than 200 
per cent, and while, in the former year, it 
amounted to but 12.4 per cent of all private 
and public long-term indebtedness, in the 
latter, its proportion had risen to 21.7 per 
cent. 

‘Explanation of this growth is found in 
the real estate development and building 
expansion which characterized, until recent- 
ly, the post-war era, and which assumed the 

















proportions of a nation-wide boom with 
speculation, in many instances, playing an 
important role. Too often without adequate 
consideration of the possible consequences 
of overbuilding, or of the situation which 
might develop from a reaction, money was 
borrowed for improvements and for new 
construction on the assumed theory that 
prosperity assured for real estate an in- 
definite continuation of rising values. 

‘With the advent of the depression, a 
rapid decline in rents combined with the 
decreased income of the individual home 
owner to make interest and amortization 
payments on outstanding debts an increas- 
ingly heavy burden for mortgagors at the 
very time when mortgagees were most de- 
pendent on such income. The inevitable 
defaults and foreclosures threw real estate 
on the market in large amounts, accentuat- 
ing the rapid decline in value, and rendering 
refinancing of maturing mortgages extreme- 
ly difficult. 

‘While this situation bore particularly 
hard on home owners, of whom the major- 
ity were carrying mortgages, many others 
in the community were also affected, for not 
only are urban mortgages an important 
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form of investment for trust funds, but 
they are also largely held by building and 
loan associations, insurance companies and 
savings banks whose invested funds repre- 
sent a great portion of the accumulated 
savings of the entire nation. Nearly half of 
the national savings held by these last 
three types of institutions—$17,000,000,000 
of a total estimated at $38,000,000,000 in 
the March issue of The Index—were se- 
cured by investments in mortgages on city 
property. In no other single class of in- 
vestment have the American people any- 
where nearly so large a stake as in the 
urban mortgage debt. 


Debt Expansion 


‘The total urban mortgage debt held in 
1913 by the principal loaning agencies has 
been estimated by the authors of “The In- 
ternal Debts of the United States” at 
$5,151,000,000, compared with an estimated 
value for all urban real estate of $39,300,- 
000,000. Consequently, the burden for prop- 
erty owners was then not unduly heavy. 
In 1921, this debt had increased by approx- 
imately 74 per cent, paralleled by an in- 
crease in real estate values of 64 per cent. 
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No serious problem was yet involved, while 
a rise in the index of residential rents from 
100 to 159 further eased the situation 
insofar as landlords and apartment house 
owners were concerned. 

‘In the period between 1921 and 1929, 
however, the debt rose from $8,968,000,000 
to $27,616,000,000, a further increase of 
208 per cent, while real estate values ex- 
panded from $64,600,000,000 to $73,700,- 
000,000, or only some 14 per cent. A post- 
war demand for new buildings, reflected in 
a doubling of the value of contract awards 
for residential buildings and an even greater 
increase in that for commercial buildings, 
found its counterpart in mortgage expan- 
sion far exceeding the aggregate increased 
value of the physical assets supporting such 
mortgages. 

‘Nor should it be forgotten that the total 
of $27,616,000,000, given above for the 
mortgage debt on city property, represents 
only that proportion held by the principal 
lending agencies, and takes no considera- 
tion of mortgages held by local mortgage 
companies, fire and casualty insurance com- 
panies, educational and religious institutions, 
trustee estates and individual investors. 
The total, including such holdings, is given 
in “The Internal Debts of the United 
States” as $35,000,000,000 for the close of 
1931, and estimates for the current year, 
as heretofore noted, make the figure 
$36,000,000,000. * * * 

‘During the past two years, there has been 
a decline in the holdings of both building 
and loan associations and life insurance 
companies, but those of banks have changed 
comparatively little. The most recent figures 
give a total of $6,395,000,000 for building 
and loan associations, $5,448,000,000 for life 
insurance companies, $5,708,000,000 for 
mutual savings banks, and $3,494,000,000 
for other banks. The great bulk of urban 
mortgages held by the building and loan 
associations are home mortgages, while a 
little more than half of those held by banks 
and less than a fourth held by insurance 
companies fall in this category. 

‘Moreover, since 1913, marked changes 
have occurred in the proportion of urban 
mortgages to other investments in the total 
assets of these institutions. In the case of 
building and loan associations, mortgages 
on city property have always constituted 
by far the greater part of all assets, but 
there has been a gradual decline from 92 
per cent, in 1913, to 82% per cent, in 1932. 
Mutual savings banks now have approx- 
imately half their funds invested in mort- 
gages on city property, as compared with 
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42 per cent, in 1913, while insurance com- 
panies increased the ratio of such holdings 
to total assets from 19 per cent, in 1913, 
to 30 per cent, in 1929, followed, however, 
by a reduction to 24.7 per cent, by the end 
of 1933. The percentage in the case of banks 
other than mutual savings banks was, in 
1931, only about 6 per cent. 


Effect of the Depression 


‘Although showing a definite lag, the 
depression eventually had the same effect 
upon the urban mortgage debt as upon 
other classes of private indebtedness. The 
volume of outstanding mortgages remained 
comparatively steady—but the value of the 
underlying property, as well as the income 
on which the mortgagor relied to meet his 
interest and amortization payments seri- 
ously declined. According to some authori- 
ties, average real estate values, in 1931, 
represented but 60 per cent of 1929 aver- 
ages. During 1932-33, apartment house 
owners faced a rental decline of between 
40 and 50 per cent and increased vacancies 
of 25 per cent, while individual incomes 
were estimated to have been cut to almost 
half the level of 1929 Since interest and 
amortization payments, together with taxes, 
average about 55 per cent of the cost of 
real estate operation, no immediate solution 
of the problem was possible, and the swollen 
mortgage debt caused widespread embar- 
rassment, by no means lessened by maturi- 
ties of from one to five years for the great 
majority of home mortgages. This repre- 
sents a situation different from that caused 
by the mounting total of public debt, and 
although analogous in many ways to the 
farm mortgage debt problem, a much great- 
er sum is involved and a far wider dis- 
tribution of savings is effected. 


‘Moreover, the effect of these conditions 
on urban mortgage credit has had impor- 
tant economic repercussions in other fields. 
With mortgagees unable to liquidate exist- 
ing loans at maturity, together with other 
causes, funds for new mortgages have been 
restricted. The curtailment in new construc- 
tion, as reflected in a drop in contract 
awards from $6,628,000,000, in 1928, to 
$1,256,000,000, in 1933, has been due in 
part, at least, to this credit stringency, 
while the decline in activity in this essen- 
tial industry constitutes one of the most 
serious problems of the depression. Lack of 
new mortgage money has played its part 
in lessening the ability of home owners to 
refinance maturing mortgages, the resultant 
increase in foreclosures has driven realty 
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values further down, and this, in turn. has 
increased the difficulties of both mortgagors 
and mortgagees by further restricting mort- 
gage credit. As a consequence, many lenders 
and borrowers have been caught in a vicious 
circle from which no ready escape has 
proven possible. 

‘While the extent of city mortgage fore- 
closures is not definitely known, they have 
by no means corresponded to the number 
of mortgages in actual distress, since in- 
dividual mortgagees, trustees of trust funds 
and large loaning agencies have realized 
that foreclosures often offered no solution 
to the problem confronting them. While the 
number of foreclosures has greatly in- 
creased, large numbers of mortgagees are 
cooperating with mortgagors to work out 
the most equitable solution of their individ- 
ual problems. Instead of foreclosing, the 
former are making necessary readjustments, 
often including reduction of interest, waiv- 
ing of amortization provisions, and exten- 
sions of maturity for both mortgages and 
real estate bonds. 

‘In many states, such agencies as boards 
of review and conciliation commissions have 
been established to assist mortgagees and 
mortgagors to reach fair adjustments, and 
in some cases, provision has been made for 
necessary refinancing. In the field of home 
mortgages, this task has been definitely 
assumed by the Federal Government with 
the threefold purpose of aiding mortgagors 
to retain their homes, of protecting the in- 
terests of those whose funds are invested in 
mortgages from the collapse of this form 
of credit, and of facilitating the issuance 
of new mortgages, thereby assisting con- 
struction in playing its important role in 
general recovery. 


Government Aid 


‘The Federal Home Loan Bank System 
was organized in July, 1932, to enable exist- 
ing agencies to extend additional loans to 
home owners with funds obtained by dis- 
counting mortgages held by such institu- 
tions as building and loan associations, 
savings banks and insurance companies 
through an organization of twelve regional 
banks. The act creating this system recog- 
nized the superiority of long-term amortized 
loans and endeavored to ease the general 
situation by enabling the loaning agencies 
to convert existing loans into such long- 
term obligations. A year later, a further 
step in this direction was taken in the 
Home Owners Loan Act which provided, 
among other things, for the establishment 
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of Federal Savings and Loan Associations 
supplementing the thrift institutions al- 
ready in existence. These associations were 
to be private in ownership and manage- 
ment, but subject to rigid regulation. Their 
advances to home owners were restricted to 
loans to be amortized within a period not 
to exceed fifteen years, and the Treasury 
was empowered to invest up to $100,000 in 
the preferred shares of any such associa- 
tion, provided its subscription did not exceed 
the sum paid in by other shareholders. 

‘Some 200 of these additional associa- 
tions have been chartered in some thirty 
states. By July 7, 1934, these and the other 
members of the Federal Home Loan Bank 
System had been granted loans totaling 
$128,053,000, of which $116,663,000 had been 
paid out by the Federal Home Loan Banks. 
Repayments of loans by member institu- 
tions, it was announced at the same time, 
amounted to $30,946,000. Unlike much con- 
temporary legislation, the Home Loan Bank 
System was designed for a long range pro- 
gram rather than to deal mainly with the 
present emergency. 

‘The outstanding feature, provided by the 
Home Owners Loan Act, however, was the 
creation of the Home Owners Loan Cor- 
poration with a capital of not more than 
$200,000,000 and authority to issue bonds 
up to $2,000,000,000. The chief function of 
this corporation is to convert short-term 
straight mortgages of home owners in 
danger of foreclosure into fifteen-year 
amortized loans. * * * 

‘In the first instance, only the interest 
of the bonds to be issued by the Home 
Owners Loan Corporation was guaranteed 
by the government, but, as in the case of 
the Federal Farm Mortgage Corporation, 
it soon appeared that to insure a satisfac- 
tory market it would be necessary for the 
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government to guarantee the principal as 
well. This was accomplished through an 
amendment to the Home Owners Loan Act, 
approved on April 27, 1934. In pursuit of 
its policy of aiding home owners, the cor- 
poration, by July 27, 1934, had granted 
loans on 414,190 homes to an aggregate 
amount of more than $900,000,000, and in 
most of these transactions, the mortgagees 
had accepted the corporation’s bonds in 
exchange for their liens. 


‘The National Housing Act was passed 
by Congress in June, 1934, and is designed 
to afford further relief to home owners in 
order to enable them to undertake improve- 
ments which will serve to stimulate the 
construction industry. It attempts to solve 
the second mortgage problem and reduce 
interest rates on first mortgages. It also 
broadened, in many respects, the conditions 
under which loans may be obtained by 
mortgage institutions through the Federal 
Home Loan Bank System and established 
a Federal Housing Administration em- 


powered, within definite limits, to insure a 
wide group of financial institutions against 
losses which they might sustain as a result 
of making loans of an authorized type. The 


Federal Housing Administration is also 
authorized, under certain prescribed condi- 
tions, to make loans to such institutions 
through funds advanced by the Reconstruc- 
tion Finance Corporation. 


Other Factors 


‘Through these various measures, home 
owners, whose mortgages represent the 
bulk of the urban mortgage debt, have re- 
ceived material assistance leading, together 
with other factors, to a halt, at least, in the 
downward trend of real estate values to- 
gether with some indications of renewed 
willingness on the part of loaning institu- 
tions to grant new mortgages. Neverthe- 
less, funds are not yet generally available 
in volume for such purposes, and, in certain 
parts of the country, special problems are 
hindering the establishment of a normal 
market for mortgages. Although conditions 
should improve with economic recovery and 
as the government’s program for housing 
proceeds, it is still too soon to estimate 
final effects. 

‘While currency devaluation policies have 
not so far had any appreciable effect on 
urban mortgages, further depreciation of 
the dollar might be expected to exert in- 
fluences somewhat conflicting. Depending 
largely upon the sources of their income, 
individual mortgagors might, in some cases, 
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find themselves more easily able to meet 
payments for interest or amortization. On 
the other hand, increased taxes and other 
expenses consequent upon rising prices may 
tend to overbalance any possible increase 
in salary on the part of individual home 
owners, or in rent on the part of other 
property owners, thereby leaving the mort- 
gagor without additional funds to meet fixed 
charges. Moreover, from the point of view 
of the mortgagee, the purchasing power of 
his investment would undergo a relative de- 
cline, and the role played by urban mort- 
gages in trust fund investments and in 
general savings would accentuate this aspect 
of the problem. 

‘In its possible effect on the value of 
urban mortgages, in fact, inflation strikes 
at the life savings of countless individuals 
throughout this country. As already noted, 
investments of savings banks, life insur- 
ance companies and building and loan asso- 
ciations to a total of $17,000,000,000 are in 
the form of urban mortgages, and any 
marked decline in their value would conse- 
quently have the most far-reaching conse- 
quences. 

‘Uncertainty over future inflationary 
policies, moreover, augurs ill for the crea- 
tion of a market for urban mortgages 
which would enable building construction 
to undergo that expansion which is so 
essential to any real revival in the capital 
goods industries. It is obvious that the 
money for new building will be forthcom- 
ing only when it is clear that it can be 
done on a strictly economic basis and in 
the certainty of maintenance of a stable 
currency. 

‘Finally, the Home Owners Loan Corpo- 
ration, representing an emergency measure 
authorized to grant loans only until June, 
1936, must be considered in the light of a 
temporary palliative rather than a basic 
solution. In respect to urban mortgage 
debts, as in the case of other forms of 
indebtedness, it is necessary to distinguish 
between such temporary measures to meet 
the present emergency and the more sub- 
stantial reforms required to prevent a recur- 
rence of the difficulties encountered in all 
public and private financing during the past 
few years. While direct government aid, 
temporary moratoria and tax reductions 
should serve to aid property owners in 
meeting the demands now being made upon 
them, such measures, in some instances, 
tend to prejudice the interests of mort- 
gagees, and, in any event, cannot perman- 
ently solve the mortgage problem. To this 
end, there is necessary a new policy for 
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mortgage loans which would extend the 
principle of long-term amortization, pro- 
mote more prudent practices on the part of 
both borrower and lender, and restrain, in 
the future, the real estate speculation and 
over-expansion of construction which char- 
acterized the post-war era. 

‘In the case of the urban mortgage debt, 
as in that of the other forms of indebted- 
ness discussed in previous issues of The 
Index, the crux of the whole, matter lies in 
a careful adjustment of loans to the capac- 
ity of the borrower to meet fixed charges 
under all reasonable conditions. Over-ex- 
pansion inevitably leads to strained credit, 
if not to defaults and foreclosures. To main- 
tain the sound public and private credit so 
important to the financial and economic 
welfare of the nation, it is essential that 
the urban property owner and the farm 
owner, as well as the Federal Government 
and all local political units, recognize 
definite limitations beyond which credit 
cannot safely be engaged.’ 


Education for Accountancy— 


“Bulletin of American Institute of Accountants,” 

August 15, 1934. 

‘In recent months there have been few 
topics more widely discussed among the 
state societies of public accountants than the 
problems involved in the adequate training 
of young men for the profession. The ques- 
tion received thorough treatment in a report 
to the Philadelphia chapter of the Pennsyl- 
vania Institute of Certified Public Account- 
ants prepared by J. Lockwood, for the chap- 
ter’s committee on education. Mr. Lockwood 
suggests the following points for considera- 
tion: 

“1. The development and improvement and 
carrying out of an educational policy cannot be 
secured under a plan of committee appointments 
involving yearly or bi-yearly changes. It is there- 
fore suggested that a nucleus of old members of 
the committee be reappointed in order that the 
work may be carried on as planned. This sugges- 
tion should be applied to membership in other 
standing committees. 

“2. The continued education of the members 
themselves and methods of accomplishment. A 
committee might for instance prepare for distribu- 
tion from time to time lists of authoritative maga- 
zine articles, pamphlets, books in accounting and 
allied fields which should be perused by the mem- 
bers. 

“3. The selection and education of juniors. A 
satisfactory plan for the selection of juniors enter- 
ing accounting offices should be developed. It is 
exceedingly important that this be done. It should 
be realized that haphazard selection and haphazard 
methods of training juniors are extremely costly 
in the long run. While formal collegiate education 
will not eliminate the necessity for practical ex- 
perience it should shorten the time required to 
enable one to become a ‘practical’ accountant. The 
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profession has an obligation to absorb those quali- 
fied for admission and must give them an adequate 
training. Therefore standards for the admission 
and subsequent training of juniors should be de- 
veloped if the profession hopes to live, to advance 
and to enjoy the respect and confidence of the 
business world. 

“4. It is believed that the professional account- 
ants can render a worthwhile service to themselves 
by cooperating more closely with educational insti- 
tutions. What accounting should be taught and 
what emphasis should be placed on the various 
phases of the work? Should specialized courses 
such as cost accounting, auditing, income tax, etc., 
have a place in accounting curricula, or is it more 
desirable to teach the fundamentals and to at- 
tempt to develop analytical ability? If accountants 
know what qualifications they want their juniors 
to possess why not tell the universities and col- 
leges? 

“5. Is it not about time that the business men 
and the public were given an inkling as to the 
services which accountants are prepared to render 
to them? Cannot the group, as a group, do honor- 
ably some of those things which it prohibits the 
individual members from doing? Will the indi- 
vidual lose caste and standing if the group, for 
instance, advertises on behalf of its members? 

“6. It is suggested that the committee reports of 
this chapter, other chapters, also, be printed as 
part of the Spokesman at the close of the year. 
Your education committee believes these reports 
should be made available to all the members in 
order that they may be well informed regarding 
the thoughts and hopes and aspirations of many 
of their fellow practitioners.” ’ 


Accounting Requirements of R.F.C.— 
“Bulletin of American Institute of Accountants,” 
August 15, 1934. 

‘Regulations recently promulgated by the 
Reconstruction Finance Corporation under 
the Act of Congress approved June 19, 1934, 
relating to direct loans by the corporation 
for industrial purposes, provide for audit of 
the applicants’ accounts by independent ac- 
countants, the submission of prescribed 
financial statements and contain other pro- 
visions that bear directly upon the practice 
of public accountancy. 

‘As stated in Form L-173, an applicant 
for a loan under the act must agree at all 





312 


times to keep proper books of account and 
to maintain a standard and modern system 
of bookkeeping. It must further agree to an 
examination at its own expense, in such 
manner and at such times as the R. F. C. 
may require, of any books or records relat- 
ing to its financial condition. 


‘As long as the loan shall be outstanding 
the applicant must agree to furnish to the 
R. F. C. complete reports of its financial 
condition as at the end of each semi-annual 
period of his fiscal year within 60 days after 
the close of such period. These must be certi- 
fied by a responsible officer of the concern. 
It must further agree to furnish, if re- 
quested by the R. F. C., within 120 days 
after the close of each fiscal year, an audit 
certified by independent public accountants 
satisfactory to the R. F. C., showing the 
applicant’s financial condition and the result 
of operations for the period. 


‘As a part of its application for a loan, the 
applicant must submit a comparative state- 
ment of condition, a comparative statement 
of income and expense and current financial 
statements as of a date not over 30 days 
preceding date of application. It must also 
furnish an audit report, certified by indepen- 
dent accountants, as of a date not more than 
six months preceding the date of application. 
If the foregoing statements are not on a 
consolidated basis, an independent audit of 
each subsidiary and affiliated organization 
as of the same date as the applicant’s audit 
is required. 

‘The applicant must agree to reimburse 
the R. F. C. for any expenses incurred by it 
arising out of the application, including 
those which may be incurred in the conduct 
of investigations and examinations by ac- 
countants acting as agents of the R. F. C. 


Accountants’ Fees 


‘Prior to the granting of a loan the appli- 
cant must depose that he has not paid and 
must agree that he will not pay to any per- 
son a bonus, fee or commission in connection 
with the application for or obtaining of the 
loan. Contingent fees are specifically for- 
bidden. 


‘The regulations further provide that the 
amount of any charge or expense, in con- 
nection with the loan or application, for the 
services of accountants or others, must be 
stated in the application. In the event that 
such compensation is not determinable at 
the date of the application, it is provided 
that no compensation for such services shall 
be paid without the written consent of the 
R. F. C. 
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‘Calling attention to these requirements, 
the Institute communicated with Jesse H. 
Jones, chairman of the R. F. C., and pointed 
out that the regulations, if made less rigid, 
might be more effective. Portions of this 
letter follow: 


“It is exceedingly difficult for a professional 
accountant to state in advance precisely what fee 
his work will entail. It is generally possible to 
make a flexible estimate of the fee, but reputable 
accountants are careful to explain to their clients 
that if in the course of their investigation some 
unforeseen conditions are discovered more time 
and effort than that originally estimated may be 
necessary in order to complete an adequate in- 
vestigation. In such circumstances the aceountant 
would find it necessary to charge a fee higher than 
that originally estimated. 

“If under conditions such as those outlined an 
applicant had contracted with the R. F. C. to pay 
no fee to the accountant greater than that orig- 
inally estimated, the accountant would be faced 
with the alternative of losing money on the en- 
gagement or curtailing his investigation to such 
an extent that loss would be avoided. Such cur- 
tailment would obviously invalidate the protection 
which an independent audit is presumed to afford 
and reputable accountants would prefer to lose 
money on an engagement rather than to risk the 
loss of reputation which might result from inade- 
quate investigation. However, it is not reasonable 
to suppose that many accountants would accept 
engagements in which the risk of loss was great, 
and there might be a tendency for work of this 
character to fall into hands of less able and less 
cautious accountants. 

“The alternative to quotation of a flat fee in 
advance is an agreement that the applicant will 
not pay a fee without prior written consent of 
R. F. C. Reputable accounting firms already enjoy- 
ing a satisfactory practice would be reluctant, it 
might reasonably be supposed, to undertake en- 
gagements in which unforeseen difficulties might 
arise, the fee for which was to be dictated by an 
officer or agent of the R. F. C. who might have no 
means whatever of estimating the various factors 
which led to the accountant’s charge for the work. 

“Our fear is chiefly that a rigid requirement of 
this kind may have the tendency of throwing 
audits for purposes of R. F. C. loans into the 
hands of less competent and less responsible prac- 
titioners. This has been the experience in munici- 
pal audits in many parts of the country because of 
the fact that advance bids are often required, and 
reputable firms prefer not to engage in competi- 
tive bidding for engagements for the reasons al- 
ready stated. 

“‘Would it not be possible to accomplish the re- 
sults you have in mind through a little less rigid 
requirements? Accountants throughout the country 
will readily recognize that fees in engagements 
undertaken for purposes of R. F. C. loans should 
be reasonable. The rules of professional conduct of 
the American Institute of Accountants forbid con- 
tingent fees in cases of this kind and we are de- 
lighted to note that your regulations specifically 
forbid fees of this character.” 


‘Subsequent to the sending of this letter, 
a representative of the Institute conferred 
with the R. F. C. and received an explana- 
tion of the policy of the corporation with 
respect to accountants’ fees. 


‘It was indicated that if circumstances are 
such that the work of the accountant is not 
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completed at the time the application is 
submitted, only the fee for work to that date 
need be stated, with a parenthetical refer- 
ence to the fact that the engagement is not 
yet complete; or a statement may be made 
that the engagement is not complete and the 
total fee may be stated as an estimate. As- 
surance was given that any reasonable fee, 
even though it exceeded the estimate, would 
be approved. 


‘The fact that an accountant can not prop- 
erly quote in advance a fee for future work 
was fully appreciated, it was said. It was 
further stated that occasions involving this 
difficulty would probably not be frequent, 
because most of the financial statements re- 
quired must be filed with the application 
and the work of the accountant therefore 
would usually be completed and his fee 
would be determinable. The Institute was 
invited to present any problems that might 
arise in the performance of engagements 
under the regulations and was assured that 
they would receive proper consideration.’ 


Depreciation Under the Revenue Act 
of 1934— 


“The Journal of Accountancy,’”’ September, 1934, 

pages 169-197. By MAURICE E. PELOUBET, 

partner of Pogson, Peloubet & Co., public ac- 

countants, and chairman of the board of exam- 

iners of the American Institute of Accountants. 

The United States Treasury Department 
must be expected to use arbitrary and per- 
haps illegal methods in administering its 
new policy on depreciation allowances in 
income tax returns and corporations must 
be prepared to contest such action in the 
courts, says Mr. Peloubet. 


Referring to the letter which Secretary 
of the Treasury Morgenthau addressed to 
R. L. Doughton, chairman of the House 
Committee on Ways and Means on January 
26th, the author says, “Makes it quite clear 
that the department did not wish to attempt 
the task of administering the obviously 
illegal, not to say fantastic, proposal that 
a reasonable allowance for depreciation 
should, after being properly determined, be 
reduced by 25 per cent. 


“Recognizing, however, that Congress de- 
manded the raising of additional revenue, 
the treasury department promised, by 
means of changes in administration, with- 
out any change in the law, to bring in the 
additional $85,000,000 of revenue demanded 
by the Committee on Ways and Means. 
This is a sufficiently impressive sum, but 
when we think that, at a tax rate of 13% 
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per cent, this means a reduction in allow- 
ances for depreciation and obsolescence to 
taxpaying corporations of about $618,000,- 
000, we get some idea of the magnitude of 
the job which the Treasury Department 
chose for itself. 


“Mr. Morgenthau stated that taxpayers 
have built up excessive reserves in the past. 
Indications, apart from the treasury statis- 
tics, do not show that most corporations 
have taken excessive depreciation allow- 
ances. If the Secretary of the Treasury is 
correct in his statements, he owes it to the 
business public to make a full exposition 
of the data on which he relies. 


“However, a discussion of the theoretical 
basis for the treasury department’s atti- 
tude will not get us very far when we are 
dealing with a revenue agent. Your posi- 
tion is to try within this decision if pos- 
sible to get the reasonable allowance to 
which the taxpayer is entitled, but if the 
department will not now make a reasonable 
allowance, you should keep your cases open 
and reserve all rights in anticipation of a 
time when some of the proposed methods 
of the department will be tested in the 
courts. 

“The safe course to pursue would seem 
to be to assume that the treasury depart- 
ment means not only what it says but what 
it implies that the department is thorough- 
ly in earnest in making an attempt to raise 
$85,000,000 of revenue by the disallowance 
of depreciation to tax-paying corporations; 
and that the department and its agents are 
not going to be particularly anxious to pro- 
tect the taxpayer in the application of its 
procedure. 

“We must take the treasury department 
at its word—both as to information re- 
quired and the arbitrary and possibly illegal 
action contemplated. 

“The failure of the attempt to raise the 
entire $85,000,000 is almost inevitable, but 
it will probably cost the taxpayers a sub- 
stantial part of this amount to prepare and 
prosecute their cases. We have a great 
many decisions sustaining the rates and 
practice used by corporations and there will 
probably be many others which will grow 
out of the present situation. 


“Above all, the taxpayer should realize 
that the treasury department cannot amend 
the law by making regulations and that reg- 
ulations have the force of law only when 
they are consistent with the law. Every 
regulation or order which appears to be at 
variance with the law should be contested 
on that ground.” 
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CHANGES IN BANKING AND TRUST FIELD 


Items to appear under this heading in the next issue should reach us on or before October 12 


ARIZONA 

The Valley Bank & Trust Co. announces the selec- 
tion of Melvin Jenson as manager of the Safford 
branch, succeeding C. E. Williams, who will become 
manager at Miami, where T. F. White is presently 
acting manager. 


ARKANSAS 

Arkansas National Bank, Hot Springs, announces 
election of John G. Higgins, former chairman of the 
board, as president, following resignation of Fred 
N. Rix. 

CALIFORNIA 

San Francisco Bank of San Francisco has elected 
Jackson D. Baker as assistant trust officer, and 
George Meyer as an assistant cashier. 

First National Trust & Savings Bank of San Diego 
has purchased the Bank of Southern California at 
La Mesa. 

The Oakland branch of the Anglo California Na- 
tional Bank, San Francisco, has established an active 
trust department under the direction of Douglas 
Fisher. The branch is remodeling its quarters to 
accommodate expanded services. 

Bank of America, N. T. & S. A., San Francisco, 
announces coordination of the bank’s business exten- 
sion, advertising and publicity departments under 
general supervision of Arthur Reynolds, vice-chair- 
man of the board. Functions of each department will 
be carried out as formerly by present executive heads 
of the departments. 

Bank of America has acquired the First National 
Bank of Cucamonga and will operate it as a branch 
under C. B. Hansen, former cashier of the First 
National, as manager. It is also announced that W. 
H. Lemmon has been appointed vice-president of the 
Bank of America and manager of the Merced branch. 
Mr. Lemmon was manager of Hollister branch and 
succeeds Fred B. Fancher. 

California Bank of Los Angeles has appointed Rod 
MacLean as advertising and publicity manager. 


CONNECTICUT . 

Willis R. Cone, for many years trust officer of the 
Springfield National Bank, Springfield, Mass., has 
joined the Meriden Trust & Safe Deposit Company 
of Meriden, Conn. 

Alfred Spencer, Jr., chairman of the executive 
committee of the Hartford National Bank & Trust 
Company, Hartford, died this month after an asso- 
ciation with the bank starting in 1891 as cashier of 
the old Aetna National Bank, which subsequently 
merged with the United States Security Trust Com- 
pany to form the present institution in 1915. 


DISTRICT OF COLUMBIA 

The National Bank of Washington celebrated its 
125th anniversary on September 4. The first meeting 
of stockholders was held in 1809 to form the Bank of 
Washington. In 1886 a national charter was received, 
and in 1907 the bank expanded through absorption of 
the Central National Bank. An outstanding incident 
was the payment of a cash dividend of 245 per cent, 
the largest ever paid in Washington. George L. 
Starkey is president, and E. C. Brandenburg heads 
the trust department. 

Miss S. Winifred Burwell, assistant trust officer of 
the National Metropolitan Bank is chairman of the 
convention committee of the annual convention of the 
Association of Bank Women, to be held October 22-25. 


FLORIDA 
St. Augustine National Bank of St. Augustine 
announces promotion of Frank F. Harrold to the vice- 


presidency. X. L. Pellicer succeeds Mr. Harrold as 
cashier. 


GEORGIA 

First National Bank & Trust Company of Atlanta 
has elected Herman Jones, Jr., as a vice-president. 
H. G. Walker succeeds to Mr. Jones’ former post 
of assistant vice-president. 

The First National Bank has been opened in Cor- 
dele with W. B. Haley as president, and J. L. Strick- 
land and J. T. Haley, vice-presidents. 

Opening of the new Citizens National Bank at 
Quitman has released impounded deposits of the con- 
served Peoples-First National Bank. R. C. McIntosh 
is president and Calvin M. Hitch executive vice-presi- 
dent of the new bank. 


ILLINOIS 

Liberty Bank of Chicago, recently chartered as the 
Liberty National Bank, has been granted full trust 
powers. The management and capital structure are 
unchanged. 

Cc. A. Bruer, State representative, is president of 
the new Pontiac National Bank, Pontiac, which has 
succeeded the National Bank of Pontiac. 

Carl H. Zeiss, of the firm of Kelley, Pratt & Zeiss, 
has become associated with the legal staff of The 
Northern Trust Company, Chicago. 

George Leonard has resigned from the City Na- 
tional Bank & Trust Company of Chicago to become 
assistant to the president of the Firestone Park Trust 
& Savings Bank, Akron, Ohio. 

Southern Illinois National Bank of East St. Louis 
and Monticello National Bank, Monticello, have been 
granted full trust powers. Herbert Mohler, cashier of 
the Monticello National, has been appointed trust 
officer of that bank. 

Leon L. Loehr, vice-president in charge of the 
trust department of the Continental-Illinois Bank & 
Trust Company, Chicago, until retirement three years 
ago, died recently of heart attack. 

John J. Huhn, formerly with the State Trust & 
Savings Bank, Peoria, has taken over new duties as 
assistant bank examiner in the Illinois banking 
department. 

Congress Trust & Savings Bank, Chicago, has paid 
off in full deposits of $775,201, twenty-three months 
after closing. One other closed Chicago bank, the 
Garard Trust & Savings Bank, had previously also 
paid depositors in full. 

Harris Trust & Savings Bank, Chicago, has moved 
banking department offices from the main to mezza- 
nine floor and enlarged its trust department quarters 
on the third floor. 


INDIANA 

The Dickinson Trust Company, Richmond, has re- 
opened without restrictions as a new institution. 

Lemasco Bank, Evansville, closed in 1931, has 
opened on a restricted basis. 

First National Bank of Goshen has been granted 
limited trust powers. 

Citizens National Bank of Linton has opened as 
successor to the First National Bank with Joe E. 
Turner as president. 

Fidelity Trust Company, Indianapolis, has opened 
@ personal loan department in charge of I. N. Worth. 
IOWA 

Grinnell State Bank, Grinnell, has appointed A. C. 
Frasier, formerly of Osceola, as second vice-president. 

First National Bank has opened in LeMars with 
R. J. Koehler as president and Ben Ernsterhoff, vice- 
president. 
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Red Oak Trust & Savings Bank, Red Oak, has been 
released from restrictions. A. R. Tracy is president, 
E. E. Jones and O. R. Byers, vice-presidents. 


KENTUCKY 

First Owensboro Bank & Trust Company, Owens- 
boro, has established a branch at Lewisport, in charge 
of Paul Lewis, vice-president. The Bank of Lewisport 
which closed recently has paid depositors in full 
through the F. D. I. C. 

Farmers National Bank, Princeton, has _ elected 
Shell Smith, attorney, as president, Ray Baker being 
named cashier. 

Julian Allen, formerly with the Farmers Bank, 
Millersburg, has been appointed state bank examiner 
by Gov. Laffoon. 


LOUISIANA 
The First National Bank of Jefferson Parish at 
Gretna has been granted full trust powers. 


MASSACHUSETTS 

The Haverhill Trust Company, now operating under 
restrictions, is to be merged with the Merrimac Na- 
tional Bank of Haverhill into a new national bank- 
ing institution, according to announcement from the 
Bank Commissioner. Depositors of the Merrimac Na- 
tional Bank will not be affected by the merger, which 
will be under the latter title. 

Pilgrim Trust Company of Boston has been ad- 
mitted to membership in the Federal Reserve System. 

Allen Forbes, president of the State Street Trust 
Company of Boston, has been presented with a gift 
book by citizens of Boston, England, in appreciation 
of his management of the restoration fund for St. 
Botolph’s Church in the English city. 

First National Bank, Malden, has elected Sidney M. 
Price, formerly with the First National in Woburn, 
as cashier. 


MICHIGAN 

The National Metals Bank of Hancock has been 
organized as the result of consolidation of four upper 
peninsula banks: the First National Bank of Han- 
cock, First National of Calumet, Merchants & Miners 
National of Ironwood and First National of Larium. 
W. R. Thompson, president of the First National of 
Hancock, is president of the new institution which 
will have capital of $700,000 and total resources of 
nine millions. J. B. Paton, Lynn S. Olson and J. P. 
Thornton are vice-presidents; Messrs. Olson and 
Thornton having been vice-presidents at Ironwood 
and Calumet, respectively, and Mr. Paton having been 
president at both Larium and Calumet. The banks 
are affiliates of the First Bank Stock Corp. 
MINNESOTA 

First National Bank & Trust Company, Mankato, 
announces appointment to the executive staff of E. 
W. Leonard, former vice-president of the First Na- 
tional Bank of Bismarck, N. D. 


MISSISSIPPI 

First National Bank & Trust Company of Vicks- 
burg announces the election of W. Shirley Hiatt as 
a vice-president. Mr. Hiatt started with the then 
Fourth National Bank of Atlanta, became chief na- 
ticnal bank examiner of the Sixth Federal Reserve 
District and later was with the office of the Comp- 
t-oller of the Currency. He is a member of the Geor- 
gia Bar. 


MISSOURI 

Recapitalization plans of the Manufacturers Bank 
& Trust Company, St. Louis, have been approved 
under which the bank will retire its $1,215,000 of 
preferred stock and release $800,000 in cash to 26,000 
stockholders. The new set-up, which is dependent upon 
purchase by preferred stockholders of $450,000 common 
stock, will be $700,000 in common capital and $466,- 
667 in surplus. : 

Northwestern Trust Company, St. Louis, announces 
election of John P. Meyer as executive vice-president 
and director. Mr. Meyer was previously a Missouri 
state bank examiner. 

Maplewood Bank & Trust Company has been char- 
tered at Maplewood with capital of $100,000 and has 
purchased the assets of the Bank of Maplewood & 
Trust Company, whose officers, including president 
E. H. Rabenberg, will continue to serve the new bank. 


MONTANA 

Great Falls National Bank, Great Falls, 
nounced the advancement of F. M. Burks, 
vice-president, to the presidency. 


NEW HAMPSHIRE 

New Hampshire Bankshares, Inc., has recently been 
organized as a holding company with controlling in- 
terest in four banks in the state; the Indian Head 
National Bank of Nashua, First National at Derry, 
Rockingham National at Exeter, and Wilton National 
at Wilton. Harry A. Greeg, vice-president of the 
Indian Head National, is president of the holding 
company which is capitalized at $500,000. The purpose 
of the corporation, according to its treasurer, E. R. 
Carver, is to acquire interests in various banks in the 
state and furnish coordinated banking advisory serv- 
ices. 

Franklin National Bank, Franklin, has been granted 
additional trust powers. 

NEW JERSEY 

Montclair Tyust Company announces the election of 
F. Sanford Astarita as assistant secretary in the trust 
department. Mr. Astarita comes to Montclair from the 
investment division of the Central Hanover Bank & 
Trust Company of New York. A. M. Stanton, Jr., 
formerly with the North Carolina Bank & Trust Com- 
pany at Greensboro, has been made assistant secretary 
in the credit department. 

Harry Prosser, deputy in charge of reorganization 
of the Burlington City Loan & Trust Company, 
Burlington, which is expected to reopen shortly, has 
been chosen as president and trust officer of the com- 
pany, C. E. Freehafer, vice-president and treasurer, 
and Robert G. Dunn, secretary. 

Frank C. Ferguson, president of Hudson County 
National Bank, Jersey City, is the new chairman of 
the Port of New York Authority. 

Louis R. Wallack vice-president and trust officer of 
the Central Home Trust Company, Elizabeth, has re- 
signed to enter business in Chicago. 

NEW YORK 

Gustav Osterhus, newly appointed trust examiner 
at the Federal Reserve Bank of New York, is a 
graduate of Columbia College. He has been in the 
employ of the Federal Reserve Bank of New York 
thirteen years, including about eight years in the 
Bank Examinations Department. He was appointed 
examiner in 1931 and trust examiner in August of 
this year. 

Branch banking expansion under the authority of 
the Stephens Act is progressing cautiously and has so 
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far been generally confined to towns without other 
banking facilities. Recent actions taken include pur- 
chase of the bank building formerly occupied by the 
First National Bank of Middleport by the Niagara 
County National Bank & Trust Company of Lockport, 
to house the branch to be established there under 
management of Warren’M. Snell, formerly associated 
with the Community Trust Company of Middleport. 
Citizens of Pulaski are negotiating with the Lincoln 
National Bank & Trust Company of Syracuse for a 
branch to be opened in quarters of the closed Pulaski 
National Bank. The Marine Trust Company of Buffalo 
is acquiring the affiliated Bank of Snyder by merger 
and will operate it as a branch. Applications of two 
Long Island banks are pending which seek permission 
to open a branch at Woodmere. 

Northern New York Trust Company of Watertown 
has appointed L. M. Springsteen as manager of the 
recently authorized branch at Alexandria Bay. 

Walter von Tresckow, who resigned recently as 
assistant vice-president of the Central Hanover Bank 
& Trust Company of New York, has been elected vice- 
president of the investment management firm of E. W. 
Axe & Co., Inc., with offices in New York and branches 
in Chicago, Los Angeles and San Diego. 

Huguenot Trust Company of New Rochelle announces 
resignation of R. J. Walters and election of J. W. R. 
Crawford, former vice-president of the Standard Oil 
Company of New York, as president. 

Chase National Bank of New York has changed the 
name of the Equitable Trust branch to Eleven Broad 
Street branch, following sale of the Equitable Trust 
Company to Hayden, Stone interests. 

Bankers Trust Company, New York, announces the 
election of Frank P. Shepard as a vice-president and 
appointment of W. Laud Brown, as an assistant vice- 
president. 


BOSTON 





Fred V. Anderson has resigned as vice-president of 
the Bank of Jamestown to join the Star-Youngville 
Furniture Co. of Youngville, Pa. 

Federal Reserve Bank of New York has appointed 
Ray M. Gidney senior assistant Federal Reserve agent, 
in which capacity he will have charge of various func- 
tions necessitated by new legislation and Treasury 
rulings. Mr. Gidney was organizer of the Buffalo 
branch and has been deputy-governor until his present 
appointment. 


NORTH CAROLINA 

Durham Loan & Trust Company of Durham opened 
its third branch this month at Mebane. The other 
branches are operated at Creedmoor and Wake Forest. 

Union Trust Company, Shelby, announces election 
of J. L. Suttle as vice-president. 

Security National Bank at Greensboro has elected 
Lawrence Parsons, formerly with the Federal Reserve 
Bank of Richmond, as auditor to succeed Roy Gochen- 
hour, who has accepted a post in Baltimore. 


NORTH DAKOTA 

E. W. Leonard, formerly vice-president at the First 
National Bank of Bismarck, has joined the First Na- 
tional Bank & Trust Company, Mankato, Minn., in an 
executive capacity. 


OHIO 

The liquidator of the Union Trust Company of 
Cleveland, Oscar L. Cox, reports net profit of 
$2,992,253 from liquidation operations from June 15, 
1933, to Sept. 1, 1934. 

Knox County Savings Bank of Mount Vernon has 
chosen D. W. Warner president of Utica Savings 
Bank, as executive vice-president and cashier. He 
succeeds the late H. C. Workman. 

George Leonard has been made assistant to the 
president of the Firestone Park Trust & Savings 
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Bank, Akron, following his resignation from the 
credit department of the City National Bank & Trust 
Company of Chicago. 


OREGON 

United States National Bank of Portland announces 
appointment of Carl Vaughan, a past president of 
the Oregon State Bankers Assn., as manager of the 
St. Helens branch. Bruce Clay, assistant manager of 
the Peninsula branch, was promoted to manager of 
the Union Avenue branch to succeed the late Harry 
Mix. 

United States National Bank of Eugene has been 
granted full trust powers. 


PENNSYLVANIA 

Union National Bank of Pittsburgh recently an- 
nounced the election of R. I. Philhower as _ vice- 
president. Mr. Philhower has been vice-president of 
the Citizens National Bank of Washington subse- 
quent to which he was with the Chase National Bank 
of New York and banks in Akron and Chicago. 

Citizens National Bank of Washington has elected 
J. Nelson Morrow as vice-president to fill the vacancy 
created by the resignation of R. I. Philhower. Mr. 
Morrow was vice-president of the Union National 
Bank at Waynesburg and previously was a Pittsburgh 
banker. 

Union National Bank, Waynesburg, has chosen D. 
W. Lynch, assistant cashier as vice-president to suc- 
ceed J. N. Morrow. 

Citizens Trust Company, Harrisburg, recently 
elected R. Miller Thompson, trust officer, to the addi- 
tional posts of secretary-treasurer, succeeding Ralph 
Manley. P. E. Guyer and R. G. Brininger were ap- 
pointed assistant secretary and assistant treasurer, re- 
spectively. 
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The Oil City National Bank has been chartered in 
Oil City, with H. J. Emlenton as president. W. R. 
Reitz will be vice-president of the new bank and L. M. 
Campbell is trust officer. Trust powers were recently 
granted to the bank. 

National Bank of Hamburg has opened in Hamburg 
as successor to the First National Bank & Trust Com- 
pany, with William H. Hahn of Allentown as president 
and Frank P. Renno, vice-president. 

The Bank of Erie has opened with $200,000 capital 
to replace the restricted Bank of Erie Trust Company. 
W. J. Flynn continues as president and Charles 
Hagenlocher has been made vice-president. 

Butler County National Bank & Trust Company, 
Butler, has elected Dean B. Copeland, for several years 
vice-president of the Braddock National Bank of 
Braddock, as vice-president and director. 

Miners Bank & Trust Company, Lykens, has suc- 
ceeded the Miners Deposit Bank & Trust Company. 

Braddock National Bank, Braddock, and County 
National Bank, Clearfield, have been granted full 
trust powers. 


SOUTH CAROLINA 

The Bank of Aiken has been chartered in Aiken 
with capital of $100,000. T. G. Tarver who has been 
receiver of the Bank of Western Carolina will be 
president and J. B. Salley, attorney, vice-president. 

Guaranty Bank & Trust Company at Florence has 
named L. C. Hite, former vice-president, as president 
to succeed J. C. Long, resigned. 
TEXAS 

The Hutchings-Sealy National Bank at Galveston 
has elected John W. McCullough as president to suc- 
ceed Sealy Hutchings, who becomes chairman of the 
board, George Sealy becoming vice-chairman. Mr. 
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McCullough was previously vice-president, C. J. Sav- 
age, cashier, also succeeding to this position. 

The Bexar County National Bank, with capital of 
$500,000, will open shortly in San Antonio as a re- 
organization of the Commercial National Bank in 
former quarters of the latter institution according to 
recent announcement. 

Mercantile National Bank of Dallas recently 
elected Clarence E. Sample to the position of assistant 
trust officer. 

H. I. Schlader has been elected executive vice- 
president of the recently opened Security National 
Bank in Edinburg. 

Horace F. Wade of Sweetwater has been appointed 
assistant bank examiner assigned to the lower Rio 
Grande Valley. 


VERMONT 

Montpelier Savings Bank & Trust Company has re- 
opened in Montpelier on an unrestricted basis. Clifton 
M. Heaton is the new president succeeding H. G. 
Woodruff, former president and trust officer. 

The Ludlow Savings Bank & Trust Company, Lud- 
low, has been released from restrictions. 


VIRGINIA 

Virginia Trust Company of Richmond announces 
the election of J. Morris Carter, Jr., as secretary to 
succeed the late Lewis D. Aylett. William J. Mc- 
Dowell, of the trust company’s legal department, has 
been made general counsel, and Bruce H. Pollard and 
Edward H. Bryson have been appointed assistant sec- 
retaries. 


WASHINGTON 

Coffman-Dobson Bank & Trust Company, Chehalis, 
recently celebrated its fiftieth anniversary. N. B. 
Coffman, founder of the bank, is now chairman of the 
board of directors. 

William H. Parsons has resigned from active duties 
as chairman of the board of the First National Bank 
of Seattle after forty years service to business and 
banking interests. He will continue as a director and 
member of the executive committee, the chairmanship 
being combined with the duties of the president, M. A. 
Arnold. 

WISCONSIN 

G. O. Thomas has resigned as receiver for the First 
National Bank of Detroit, Mich., to become vice- 
president of the First Wisconsin National Bank at 
Milwaukee. 

Central Wisconsin Trust Company, Madison, has 
promoted R. A. Black from assistant treasurer to 
treasurer, in which position he succeeds Melvil O. 
Tuhus, who becomes secretary of the company. 

The State Bank of Platteville has elected William 
H. Doyle to the presidency to succeed J. R. Spear, 
retired. Mr. Doyle is succeeded as cashier by M. J. 
Kamla. 


Fiduciary Powers Granted 


During 1933 the Federal Reserve Board 
approved 41 original and 2 supplementary 
applications by national banks for permis- 
sion to exercise fiduciary powers under the 
provisions of section 11 (k) of the Federal 
Reserve Act. Two thousand sixty-four na- 
tional banks, including banks operating 
under conservatorships, were holding per- 
mits to act in fiduciary capacities on Decem- 
ber 31, 1933. 

Five national banks during the year 1933 
surrendered their rights to exercise trust 
powers under the provisions of section 11 
(k) of the Federal Reserve Act. 
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In addition to provid- 
ing all the facilities of 
a New York City bank, 
the Marine Midland 
Trust Company offers a 
further service to firms 
who require local con- 
tacts throughout the 
State of New York. This 
is made possible by its 
association with twenty- 
one other banks com- 


prising the Marine Mid- 


land Group. 


The 
Marine MidlandTrust Company 
of New York 


BANKING OFFICES: 


120 Broadway 128 Chambers Street 
143 Liberty Street 12 East 45th Street 
110 William Street 17 Battery Place 


MEMBER OF THE NEW YORK CLEARING HOUSE ASSOCIATION 
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Pacific Coast Conference 


The committee chairmen for the Twelfth 
Pacific Coast and Rocky Mountain States 
Trust Conference, to be held at the Palace 
Hotel, San Francisco, November 8-9, are as 
follows: 

Program—D. W. Holgate, trust officer, 
Pacific National Bank. 

Finance—Nelson Hackett, assistant trust 
officer, Bank of California. 

Entertainment—W. D. Lux, vice-presi- 
dent, Crocker First National Bank. 

Hotel and Registration—P. M. Harwood, 
trust officer, Bank of America. 

Publicity—G. W. Wickland, assistant 
cashier, Wells Fargo Bank & Union Trust 
Company. 





Bank Auditors Convention 


Speakers scheduled to address the Na- 
tional Association of Bank Auditors and 
Comptrollers to be held at Wardman Park 
Hotel, Washington, D. C., October 23-24, 
include: 


Paul F. Myers, Washington, D. C., “Fed- 
eral Tax Subjects”; Evan M. Johnson, 
assistant comptroller, First National Bank 
& Trust Company, Minneapolis, Minn., 
“More Informative Bank Statements”; R. 
Earle Haycock, auditor, Riggs National 


Bank, Washington, D. C., “Points of Con- 
tact Between Main Office and Branches,” 
and Gov. Lynn P. Talley, assistant to di- 
rectors, 
tion. 


Reconstruction Finance Corpora- 





Jersey Mid-Winter Conference 


On September 19 Julius S. Rippel, presi- 
dent of the New Jersey Bankers Associa- 
tion, announced that the Mid-Winter Trust 
and Banking Conference of the State Asso- 
ciation will be held in Newark at the Hotel 
Robert Treat on November 22nd and 23rd. 
L. A. Chamblis, assistant vice-president of 
the Fidelity Union Trust Company, New- 
ark, will act as general chairman of the 
conference. H. Douglas Davis, vice-presi- 
dent and trust officer, Plainfield Trust Com- 
pany, Plainfield, will act as chairman of 
the trust conference, and Spencer S. Marsh, 
vice-president and cashier of the National 
Newark and Essex Banking Company, New- 
ark, will act as chairman of the banking 
conference. The officers of the association 
are: 


President, Julius S. Rippel, chairman of 
board of Merchants & Newark Trust Com- 
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Nothing to Sell but Service 


Safe Deposit 
& Trust Company 


— OF BALTIMORE — 


CTIVE exclusively in the 
management of trust es- 
tates since it received its first 


trust in 1876, this Company 


renders highly efficient service 


in every trust capacity. 


J. J. NELLIGAN, 


Chairman 


J.B. KIRBY, 
President 





pany, Newark; vice-president, Leslie G. 
McDouall, trust officer of Fidelity Union 
Trust Company, Newark; treasurer, Gar- 
ret A. Denise, president of Central Na- 
tional Bank, Freehold; secretary, Armitt 
H. Coate of Moorestown. 


CONVENTIONS 


AMERICAN Bankers Association— 
October 22-25. Washington, D. C. Annual conven- 
tion—Fred N. Shepherd, exec. mgr., 22 East 40th 
st., New York, N. Y. 


Trust Division— 

Pacific Coast and Rocky Mountain States Trust Con- 
ference. 

—Twelfth annual meeting—San Francisco. Nov. 8-9. 


AMERICAN Institute of Accountants— 

—October 15-18. Stevens Hotel, Chicago, IIl. 
John L. Carey, secy., 135 Cedar st., New York, 
x. =z. 


AMERICAN Life Convention— 
October 8-12. Edgewater Beach Hotel, Chicago. 


FLORIDA Bankers Association— 
November 16-17. St. Petersburg. 
—W. O. Boozer, vice-pres. and tr. 

National Bank, Jacksonville, secy. 


INVESTMENT Bankers Association of America— 
Oct. 27-31, The Greenbrier, White Sulphur Springs, 
W. Va. 
—C. Longford Felske, secy., 33 S. Clark st., Chicago. 


off., Atlantic 












TRAST 
mw AME RIGAS 


HEN corporations 
\ \ and individuals 
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MORTGAGE Bankers Association of America— 
October 4-5-6. Edgewater Beach Hotel, Chicago, II. 
—George H Patterson, secy.-treas., 111 W. Wash- 

ington st., Chicago, Ill. 
NATIONAL Association of Bank Auditors and Comp- 
trollers— 
October 23-24. Washington, D. C. 
—Arthur J. Linn, comp., Hamilton National Bank, 
Washington, D. C., general chairman of the con- 
vention. 


NEBRASKA Bankers Association— 
Nov. 8-9, Lincoln, Nebr. 
—Wm. B. Hughes, secy., Omaha. 


NEW JERSEY Bankers Association— 
Mid-Winter Trust and Banking Conference. Novem- 
ber 22-23. Hotel Robert Treat, Newark. 
—L. A. Chamblis, ass’t vice-pres., Fidelity Union 
Trust Co., Newark, general chairman conference. 
H. Douglas Davis, vice-pres. and trust officer, 
Plainfield, chairman Trust Conference. 


Restatement of Law of Trusts 


William Draper Lewis, director of the 
American Law Institute, advises TRUST 
Companies Magazine that the Institute 
expects to complete by next spring and 
publish next fall in two volumes its Re- 
statement of the Law of Trusts. 
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Federal Corporation Law 


John F. Forbes, president, American In- 
stitute of Accountants, has recently ap- 
pointed a special committee on federal cor- 
poration law. The purpose of the committee 
will be to consider the possibility of the en- 
actment of a federal corporation law and to 
determine in what manner such a statute 
might affect the practice of accountancy. In 
the event of the consideration of such legis- 
lation by Congress, the committee would be 
prepared to offer recommendations on its 
accounting features. 

The membership of this committee fol- 
lows: 

Homer N. Sweet, partner, Lybrand, Ross 
Bros. & Montgomery, 80 Federal Street, 
Boston, Mass., chairman; A. M. Calmenson, 
Pioneer Bldg., St. Paul, Minn.; Robert E. 
Payne, partner, Lawrence Scudder & Co., 
105 W. Adams Street, Chicago, Ill.; Lewis 
Lilly, partner, Pace, Gore & McLaren, 444 
California Street, San Francisco, Calif.; 
John F. Kerslake, with Will A. Calder, Pack- 
ard Bldg., Philadelphia, Pa.; Paul W. Pet- 
tengill, partner, Paul Pettengill & Co., 1 
North La Salle Street, Chicago, Ill. 











Soviet Treaty Article Brings 
Comment on Polish Treaty 


The following correspondence relates 
to the article, “Fiduciary ‘Problems 
Affected by Proposed Commercial Treaty 
With Russia,” written by Franklin F. 
Russell, which appeared in the August, 
1934, issue of TRUST Companies Maga- 
zine. 

From Raymond H. Dragat, 
Hartford, Conn.: 

“As a subscriber to ‘TRUST Companies’ 
Magazine, I was particularly interested in 
the article concerning the proposed treaty 
with Russia which was written by Mr. 
Franklin F. Russell. It happens that I am 
the local attorney for the Consuls General 
of the Republic of Poland and Lithuania, 
and I am therefore particularly interested 
in various reciprocal treaties with foreign 
nations concerning the matter of. probate 
estates and the rights of nationals of the 
respective countries in such cases. 

“Through your office I should like to 
bring to the attention of Mr. Russell the 
treaty between the United States of Amer- 
ica and Poland, which went into effect 
slightly more than a year ago. I would 
recommend to Mr. Russell, as Chairman of 
the Committee of the American Bar Asso- 
ciation which is discussing the proposed 
commercial treaty between United States 
and the Soviet, that it would seem to me 
that the treaty between United States and 
Poland was very comprehensively drawn up 
and covers many of the points raised in 
Mr. Russell’s article. In connection with 
some of the proposed treaty provisions in 
respect to succession, Article IV of said 
treaty covers specifically the question of 
succession with reference to (a) Immov- 
ables and (b) Movables, and the matter 
of taxation thereon is covered in paragraph 
II of said Article IV. The matter of cor- 
porations and associations is covered in 
Article XI in said treaty, and the matter 
of the issuance of stock and promotion of 
said corporations is covered in Article XII 
of said treaty. 

“The matter of consular officers engag- 
ing in business for private gain is covered 
by paragraph II of Article XVII. The mat- 
ter of intestate estates covered by Article 
XXII, and the matter of protection of the 
rights of non-resident heirs of the deceased 
person is covered by Article XXIV. Said 
treaty also covers matters arising out of 
the death damage statute, see Article II, 
and the matters involving workmen’s com- 
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pensation cases are covered in Article 
XXIII. 

“The remaining articles in said treaty 
cover in what seems to be a comprehensive 
manner all the various phases of commer- 
cial activities, of shipping and the import- 
ing and exporting of merchandise and the 
treatment of national and merchandise of 
the high-contracting parties in said treaty. 
I think the committee might do well to be 
familiar with said treaty in working out 
the proposed recommendations for the 
eventual treaty between United States and 
the Soviet.” 

Comment by Mr. Russell: 

“The only comment I have to make at 
present is that a treaty between the United 
States and Poland is a treaty between cap- 
italistic countries, both of which have social, 
economic and legal ideas which are funda- 
mentally the same. On the other hand, a 
treaty between the United States and the 
Soviet is a treaty between a capitalistic and 
a Socialistic and Communistic country, and 
some compromise or reconciliation has to 
be made or certain provisions of Soviet law 
omitted by the terms of the treaty from 
application to cases in which Americans 
are involved.” 









ao 


SOUTHERN CALIFORNIA 


The Largest Bank, the Lead- 
ing Trust Institution operating 
in Southern California is 


ry ... ECURITY - FIRST 
_° NATIONAL BANK. 
, OF LOS ANGELES 
® 123 Branches from Fresno on 
the north to Imperial Valley on 


the south each equipped to render 
Trust service. 


Resources over $500,000,000 





Bar Association Officers 


The American Bar Association elected the 
following officers for the ensuing year: 

President, Scott M. Loftin, Jacksonville, 
Fla.; treasurer, John H. Voorhees, Sioux 
Falls, S. D.; secretary, William P. Mac- 
Cracken, Jr., Washington, D. C.; assistant 
secretary, Richard Bentley, 209 S. LaSalle 
Street, Chicago; executive secretary, Olive 
G. Ricker, 1140 N. Dearborn Street, Chi- 
cago. 

The Executive Committee is as follows: 

Joseph F. O’Connell, Boston; William L. 
Ransom, New York City; A. L. Scott, 
Pioche, Nev.; Frank J. Hogan, Washing- 
ton, D. C.; Harry P. Lawther, Dallas, 
Tex.; Frederick H. Stinchfield, Minneapolis, 
Minn.; Charles A. Beardsley, Oakland, 
Calif.; L. Barrett Jones, Jackson, Miss.; 
Arthur T. Vanderbilt, Newark, N. J.; and 
ex-officio, the president, treasurer and sec- 
retary, Earle W. Evans, retiring president, 
Wichita, Kas.; George H. Smith, chairman, 
General Council, Salt Lake City, and Ed- 
gar B. Tolman, editor of the American 
Bar Association Journal, Chicago. 


Conference of Examiners 


Official announcements regarding the 
conference of bank examiners on the 
staffs of the Comptroller of the Currency, 
the Federal Reserve Board and the Fed- 
eral Reserve banks, the Reconstruction 
Finance Corporation and the Federal 
Deposit Insurance Corporation, held in 
Washington, September 10 and 11, made 
no reference to the consideration of sub- 
jects bearing directly on trust depart- 
ments. Special inquiry failed to elicit 
authoritative information on this phase 
of the conference. 

It is understood, however, that discus- 
sions of trust examinations were devoted 
primarily to questions of procedure 
rather than policy or change in the type 
of information to be required. 


A.B.A. Journal Changes Name 


With the October issue the name of the 
American Bankers Association Journal will 
be changed to Banking, it is announced 
by F. N. Shepherd, executive manager of 
the association. 

“This change has a broader significance 
than merely an alteration in wording,” Mr. 
Shepherd said. “The Magazine Banking will 
continue to be edited primarily for bankers 
and business executives and for those who 
have frequent contact with the banking 
field. It will continue to present material 
aimed to develop the best there is in bank- 
ing and also to interpret the traditions and 
aims of American banking to those who 
come in contact with our banking institu- 
tions. 

“More than this, however, the magazine 
will be edited for a wider audience desiring 
to follow the progress of economic changes 
and development in this country, especially 
as they are related to the financial field. 
Admittedly important changes are going 
on in industry, commerce and finance in 
the United States, particularly in respect 
to governmental contacts with these fields 
of private initiative, and it is the intention 
of Banking to play its journalistic part in 
recording, interpreting and commenting on 
these changes as they unfold. It is its prime 
function to do so by reason of the fact that 
the business of banking is closely inter- 
woven into all phases of business activity 
and is deeply affected by whatever changes 
are taking place in them.” 
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Amicable Adjustment of Utility 
Rates Urged by Higgins 


“Regulation by conference” as a 
means of avoiding expensive trial and 
litigation affecting public utilities is rec- 
ommended by Richard T. Higgins, chair- 
man of the Public Utilities Commission 
of Connecticut, Hartford. 

In the address which he was prevented 
by illness from delivering at the public 
utility law section of the annual conven- 
tion of the American Bar Association at 
Milwaukee, August 27, Mr. Higgins 
wrote in part as follows: 


“It is unfortunate’ that formal rate 
investigations are generally so _ pro- 
tracted and so expensive. Amicable per- 
suasion has a favorable influence and 
often accomplishes more than a bitterly 
contested controversy. Friendly negotia- 
tion between the utility and responsible 
representatives of its patrons, with the 
informal advice and assistance of the 
commission and its technical staff, might 
be resorted to in many cases. The exer- 
cise of sane and sound judgment by 
trained and reasonable men in negotia- 


tion proceedings should result in a fair: 


and equitable adjustment in most cases, 
and result in the elimination of red tape, 
the elimination of the expense of an elab- 
orate inventory and appraisal of every 
unit of property and accounting items 
and the avoidance of an acrimonious 
trial and annoying delay. Regulation by 
conference between the commission and 
the utility is an effective way of avoiding 
expensive trial and litigation.” 


Government ownership and operation 
of all utilities is favored by a small mi- 
nority, Mr. Higgins believes, but he 
noted the possibility of an increase in 
the number holding such views. 


“I am opposed to any such theory, 
principally because I believe it is no part 
of the functions of government to en- 
gage in business enterprises in competi- 
tion with its subjects upon whom it must 
depend for governmental revenues and 
general governmental support. * * * 

“Public utility companies supply the 
people of the nation with a service abso- 
lutely essential to their comfort, happi- 


A Virginia insti- 

tution, established 
in 1865, offers a fiduciary serv- 
ice which combines a keen ap- 
preciation of present-day re- 
quirements with the best 
traditions of the Old Dominion. 


First AND MERCHANTS 
National Bank of Richmond 


Joun M. Miter, Jr., President 


ness and prosperity in life, and no form 
of industry is more constantly exploited, 
politically attacked and governmentally 
supervised than the utility business. The 
utility industry is today very much in 
the public and political limelight and 
state commission regulation is not en- 
tirely free from criticism. We may well 
assume that some utilities have failed in 
the ethical and financial principles of 
fair dealing and that state commissions 
have at times erred in their policies of 
regulation. To assume otherwise would 
be contrary to the well-known frailties 
of human nature and the fallibility of 
human judgment, but isolated cases 
should not smear the whole with the tar 
of dishonesty. My experience covering a 
period of twenty-four years in regula- 
tory work leads me to believe that utility 
executives measure up in honesty, in- 
tegrity and ability with the executives 
and managerial officers in business gen- 
erally, and that state commissioners, as 
a whole, are as true to their oath of 
office and assumed public duties as any. 
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class of governmental officers in the 
country. * * * 

“Recent decisions of the United States 
Supreme Court seem to indicate that 
case law is undergoing a material change 
respecting the establishment of public 
utility rates. There appears to be a 
widening and upholding of commission 
discretion by looking through the form 
to the substance of their decisions. While 
fair present value rather than original 
cost remains the essence of the rate base, 
the weight to be given the various in- 
dices of fair value in determining the 
rate base is changing in favor of original 
cost instead of reproduction cost, and 
‘going concern value’ and ‘cost of financ- 
ing’ are being eliminated as intangible 
elements of property. * * * 


“The question of government regula- 
tion of holding companies is ‘receiving 
much consideration. Holding companies, 
to my mind, may have a proper and 
legitimate place in connection with the 
financing and economical operation of 
operating utility companies. The unreg- 
ulated and uncontrolled activities of 
holding companies, however, particularly 
in connection with the financing of their 
subsidiary companies, may result, and 
in certain cases have resulted disastrous- 
ly for the operating companies and their 
patrons. * * * In the absence of govern- 
ment regulation of holding companies, 
operating companies and their patrons 
should be reasonably protected by a state 
commission having complete regulatory 
jurisdiction over the operating company, 
including the issuance of securities.” 


Unforeseen Tax Liabilities Pos- 
sible, Attorney Warns 


“Intolerable uncertainly” is the key- 
note in tax questions arising out of vari- 
ous forms of corporate exchanges, Rob- 
ert N. Miller, of Miller & Chevalier, 
Washington, D. C., asserted at the Fed- 
eral Tax Clinic, held August 28 in con- 
nection with the annual meeting of the 
American Bar Association, at Milwau- 
kee. 

“A business man about to undertake a 
wholly lawful exchange of property is 
often actually unable to find out whether 
or not it would involve his losing, 
through taxation, a substantial part of 
his capital,” Mr. Miller said. “He cannot 
find out because there is nobody who 
knows with certainty what the final de- 
cision will be. The range of questions as 
to which this twilight zone of doubt 
exists is wider than it has been in ten 
years. 

“This is true, in spite of several en- 
couraging changes appearing in the new 
1934 Act in the direction of clarification, 
notably the commendable sharpening up 
of the definition of reorganizations in 
connection with the non-recognizing pro- 
visions — legislation which should be 
helpful at least as regards tax problems 
for years governed by that statute. 

“IT need not say to you that such un- 
certainty is always injurious both to the 
government and to the taxpayer—more 
injurious in the reorganization field, 
even, than in the general field of taxa- 
tion, because the tax-amounts involved, 
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even in a single transaction of the re- 
organization type, are almost always so 
large that the possible tax is a major 
factor in the business man’s decision 
whether to act or not to act.” 


Mr. Miller cited as one of the causes 
of uncertainty “the tendency of tax leg- 
islation toward gradual limitation of de- 
duction for losses. When losses were as 
freely deductible as gains were taxable, 
the government was sometimes on one 
side of the ‘recognition’ question and 
sometimes on another—in one case op- 
posing recognition where there was a 
loss, in another arguing for recognition 
where there was a gain. Now that so 
many limitations on the deductibility of 
losses are being enacted, the litigated 
cases about losses are fewer and less im- 
portant, and the courts are not so often 
reminded that the question of recogni- 
tion has a loss aspect as well as a gain 
aspect. 

“Possibly another reason is found in 
the tendency of the times toward ‘rough- 
housing the rich’ and toward using taxa- 


tion as an agency for governmental 
regulation. * * * 

“Both taxpayers and tax-collecting au- 
thorities have to bear in mind the un- 
certainties of this subject, not only in 
deciding whether or not to litigate any 
particular question, but also, when liti- 
gation has been entered on, in deciding 
what features of the case to emphasize 
when presenting and arguing it. 

“It is one thing to forecast the atti- 
tude of the courts on a tax construction 
point when they are merely acting as a 
pool which clarifies the streams of legis- 
lation as they flow into it; it is another 
thing if the courts are like a sea which 
salts all the waters that flow into it and 
sends them forth with a strong new fla- 
vor derived from the sea itself. 

“To the tax-collecting authorities the 
present tendencies of courts must neces- 
sarily suggest the usefulness of more 
detailed and specific regulations; the new 
regulations soon to be issued are ex- 
pected to show this change, not only as 
affecting 1934, but earlier years as 
wer. * 7 © 





TRUS.T 


~~ 
Inheritance, Estate and 


Gift Tax Service 


Inheritance, Estate and Gift taxes (Federal 
and State) and Canadian Succession Duties 
are covered in this new four-volume edition. 
For each jurisdiction there is a separate 
Service division under a tabbed guide card. 
Each division includes a uniform, topical 
compilation, fully annotated—preceded by 
a compendium and the full text of the 
effective law and followed by forms and an 
index. A non-technical TREATISE ana- 
lyzes the field. CHARTS diagram various 
features of the statutes. U. S. SUPREME 
COURT DECISIONS indicate the applica- 
tion—and validity—of the law. A TABLE 
OF CASES lists all cases reported. The 
CUMULATIVE INDEX correlates the 
Service compilations with the New Mat- 
ters. Current reports of NEW MATTERS 
include court decisions, Attorney Generals’ 
opinions, departmental rulings, etc. RE- 
PORT LETTERS summarize current mail- 
ings. STOCK TRANSFERS are facilitated 
by the CORPORATION and TRANSFER 
AGENTS directories. 
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205 WEST MONROE ST., CHICAGO 


After citing as an illustration of un- 
certainties recent decisions of the United 
States Board of Tax Appeals which hold 
that certain transactions otherwise with- 
in the statutory definition of “reorgani- 
zation” are not reorganizations because 
of a failure to liquidate and dissolve one 
of the corporate parties, Mr. Miller said: 

“What mainly concerns us here is that 
the twilight zone of doubt in the whole 
reorganization exchange field was neces- 
sarily widened by the board’s recent atti- 
tude of aggressive re-examination of an 
administrative policy which to say the 
least had good arguments in its favor. 
Many thousands of business transactions 
planned in the light of the Treasury’s 
wholly reasonable interpretation are now 
found to involve danger of substantial 
tax liability.” 


Stamford Celebrates Century of 
Sound Banking 
Schuyler Merrit, chairman of the 


Board of the First-Stamford National 
Bank and Trust Company, Stamford, 


Conn., upon announcing the one hun- 
dredth anniversary of his bank, stated: 

“There have been greater changes in 
living conditions during the past hun- 
dred years, than in all the previous thou- 
sands of years in human history. 

“When the Stamford Bank was organ- 
ized, one hundred years ago today, there 
were only twenty-three miles of railroad 
in the United States. There were no 
telephones, telegraphs, postage stamps or 
typewriters. 

“The First-Stamford National Bank 
and Trust Company has weathered four 
great business panics and four wars. 
With the exception of one year, 1842, 
stockholders have received dividends 
regularly. 

“Stamford’s first century of banking 
has been sound banking. It represents a 
silent promise and assurance for the 
future.” 

For a short time, Stamford’s first bank 
transacted its business in an old dwell- 
ing house while a grocery store was be- 
ing remodeled into suitable banking 
quarters. For seventeen years it was the 
only bank in town. For fifty years it 
served the community from its remod- 
elled grocery store building. 

In ’919, the bank merged with the 
First National Bank to form the present 
institution, the First-Stamford, National 
Bank and Trust Company. Its present 
eight-story building was erected in 1930. 

Under the title of “Stamford’s First 
Century of Banking,” the bank has pre- 
pared and is distributing to a select list, 
a book depicting the history of the bank 
and the City of Stamford during the past 
hundred years. The book was written by 
Clarence W. Bell, president, who for 
forty-seven years has been connected 
with the institution. 


Educational Activities of A.B.A. 
Outlined by Dr. Stonier 


“The American Bankers Association 
has had an active interest in furthering 
the cause of education over a period of 
years,” said Dr. Harold Stonier, educa- 


tional director, American Institute of 
Banking Section, American Bankers As- 
sociation, in a radio broadcast in connec- 





tion with the commencement exercises of 
the Institute, September 4. 

“This interest has not been in the 
training of bank personnel alone but has 
concerned itself with broader aspects of 
education as well. 


“Ten years ago the association real- 
ized that many worthy college students 
found themselves in need of financial 
aid to complete their college work. In 
order to be of some assistance to such 
students, it raised a fund of $500,000 
with which to establish an endowment to 
create loan scholarships to be made 
available to college students who needed 
funds and could be recommended by their 
respective colleges as qualifying for the 
loans. 

“Students in 162 colleges and univer- 
sities have been able to complete their 
courses through the facilities of this en- 
dowment, and at the present time many 
more are carrying on their college work 
by the use of income received from this 
fund. 


“Another evidence of the interest of 
the association in education is found in 
the work of the Public Education Com- 
mission. Through this activity hundreds 
of requests are answered for speeches, 
forum discussion, and radio addresses. 
The commission does not solicit these 
invitations; the engagements - with 
schools, clubs, and churches are met only 
as they arise from these organizations. 
This work was started by the association 
fifteen years ago in response to the pub- 
lic’s demand for further information on 
subjects in the field of money, credit, 
and banking.” 


F. A. A. Election 


The Financial Advertisers’ Association 
elected for the ensuing year the following 
officers and directors: 


President, I. I. Sperling, Cleveland Trust 
Company, Cleveland; First Vice-President, 
Robert W. Sparks, Bowery Savings Bank, 
New York City; Second Vice-President, 
Thomas J. Kiphart, Fifth Third Union 
Trust Company, Cincinnati; Third Vice- 
President, William H. Neal, Wachovia Bank 
& Trust Company, Winston-Salem, N. C.; 
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The 
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THE First NATIONAL 


BANK of PORTLAND 
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Treasurer, Fred W. Mathison, National 
Security Bank, Chicago. 

Board of Directors: Alva G. Maxwell, 
Citizens and Southern National Bank, At- 
lanta, Ga.; George Everett, First Citizens 
Bank and Trust Company, Utica, N. Y.; 
Ernest L. Anderson, Rhode Island Hospital 
Trust Company, Providence, R. I.; Miss 
Ruth H. Gates, State Bank and Trust Com- 
pany, Evanston, Ill.; Harold E. Choate, 
Liberty Bank of Buffalo, Buffalo, N. Y.; 
E. R. Brown, Huntington National Bank, 
Columbus, Ohio; Allan Herrick, Security- 
First National Bank, Los Angeles; Roy H. 
Booth, Jr., National Shawmut Bank, Bos- 
ton; C. Delano Ames, Maryland Trust Com- 
pany, Baltimore; Albert E. Folstod, First 
National Bank, St. Paul, Minn.; Stephen 
H. Fifield, Barnett National Bank, Jack- 
sonville, Fla., A. Key Foster, Birmingham 
Trust and Savings Company, Birmingham, 
Ala.; Jacob Kushner, United States Trust 
Company, Paterson, N. J.; William G. Rabe, 
Manufacturers’ Trust Company, New York 
City; G. L. Spry, Huron and Erie Mortgage 
Company, London, Canada; John E. Wright, 
Fidelity Trust Company, Pittsburgh, Pa. 
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O’Connor In National Broadcast 

“No business can permanently prosper 
on a philosophy of isolationist self-suf- 
ficiency,” asserted J. F. T. O’Connor, Comp- 
troller of the Currency, in a national broad- 
cast on the occasion of the commencement 
exercises of the American Institute of Bank- 
ing, September 4. 

“The prosperity of one is dependent on 
the prosperity of the others. The nation 
needs trained and- flexible minds in banking 
today, probably more than ever before. We 
recognize the need of men with technical 
knowledge, but technical knowledge with- 
out broad vision makes less than half a 
man. The banker by training is conserva- 
tive. Responsibility usually has this effect. 
He is a fiduciary, exercising important func- 
tions concerning the property of others. 
And yet, his business is definitely affected 
with a public interest which, in the large, 
he must be able and willing to see. While 
many bankers have been in the very fore- 
front among the leaders for constructive 
and progressive legislation, the great ma- 
jority have rather taken the view that 
whatever is—is right, regardless of funda- 
mental changes elsewhere in our national 
life.” 





Stakes 1 


Real Estate Trends in Chicago 
Discussed by Donald Riley 


Real estate trends in Chicago were dis- 
cussed by Donald Riley, vice-president and 
trust officer of the Chicago Title and Trust 
Company, in an article appearing in the 
Illinois Journal of Commerce, the official 
publication of the Illinois Chamber of Com- 
merce. 

“The peak of the last real estate cycle 
was reached in Chicago in 1926,” Mr. Riley 
said. “From this high plane the eventual 
decline was precipitous. By 1931 mortgage 
defaults became overwhelming in number, 
and the market for real estate disappeared. 

“Indications are that the low for this 
disastrous movement was reached in the 
fall of 1932. At least, some measure of im- 
provement since then is apparent. As to 
the future, favorable indications are numer- 
ous and outweigh forseeable troubles. 

“There are a number of elements which 
are important in the complicated structure 
of the real estate market. For many years 
we have kept and correlated carefully pre- 
pared statistics for our own use regarding 
all forms of real estate and its operation. 
This is needed to handle intelligently the 
properties which have been entrusted to our 
care. The number of properties on which 
we have kept statistics is sufficiently large 
to furnish a fairly accurate index of the 
general real estate market. Most of the 
elements involved have shown improvement 
since October, 1932. 

“The occupancy of single family resi- 
dences had declined to 85 per cent in Octo- 
ber, 1931. A year later this ratio had in- 
creased to 89 per cent, and by October, 
1933, had risen to 96 per cent, at which 
figure it has held to the present date. 

“The occupancy of small multi-family 
dwellings of the walk-up type reached its 
low point of 71 per cent in October, 1932. 
A year later this figure had increased to 
83 per cent, and in March, 1934, stood at 
88 per cent. 

“Rental delinquency reached startling 
figures in the spring of 1933, due to the 
acute country-wide bank panic. Since then 
the ratio of thirty-day-or-more delinquency 
to current monthly rent charged, although 
still abnormally high, has declined steadily. 

“The number of foreclosure suits filed in 
Cook County reached the peak in August, 
1932. From that point the trend has been 
downward, and the June, 1934, figures show 
a drop of 31 per cent in number and more 
than 78 per cent in dollar amount from the 
peak figures. 
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“Since the first of the current year some 
increase in real estate sales is evident. The 
number of cash sales closed through our 
escrow department is greater. Several large 
sales of both commercial and acreage prop- 
erties for investment or speculative pur- 
poses have been reported recently. The total 
volume is relatively small, but the trend is 
important as indicating an investment ten- 
dency of ‘smart’ money. Those interested in 
real estate will do well to observe carefully 
WHO is buying. 

“On the theory that the current supply 
of buildings for various purposes is a def- 
inite factor making for price changes, 
building costs are one element which must 
be given consideration. Construction costs 
on the whole throughout the country are 
double the general average for the year 
1913. The cost of building a brick residence 
in the Chicago area at the present date 
approximates that of the high 1926-1929 
period. As long as the supply of buildings 
is held down by high construction costs, the 
normal population growth should make for 
increasing occupancy ratios and these for 
increasing rents and profits from improved 
real estate. 

“The tax situation in Chicago is consid- 
erably improved—another favorable factor 
in the real estate market. On many of the 
properties on which we have figures the 
taxes currently payable in dollars are down 
to the amount they were in 1921 and 1922. 

“Turning now to the unfavorable factors, 
we find that rents still show a decline, 
though at a much smaller rate than during 
the three years just past. The decline be- 
tween October, 1931, and October, 1932, was 
about 22 per cent; between October, 1932, 
and June, 1933, about 16 per cent; between 
June, 1933, and May, 1934, about 5 per 
cent. In addition, concessions, such as one 
or two months’ free rent to new tenants, 
are pretty generally being done away with. 

“Increased operating costs is an element 
of real estate management which is having 
an adverse effect on profitable building 
operation, and hence is a deterrent to real 
estate recovery. As an example, the cost of 
redecorating in a large group of apartment 
buildings which have been under our super- 
vision continuously for two years or more 
has increased from $.830 per room in May, 
1932, to $15.42 per room in May, 1934, 
when the decorators’ code went into effect 
with higher labor and material costs. 

“To summarize, the real estate market 
has shown some measure of recovery from 
the low of 1932, and the favorable factors 
now outweigh the unfavorable. What the 
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future holds for real estate, especially in 
view of the present governmental partici- 
pation in the housing, building, and mort- 
gage fields, only a seer or a very venture- 
some spirit would dare predict. But we who 
are very close to the real estate situation 
feel that improved properties in the Chicago 
area, well located and well purchased, and 
mortgages secured by such properties, are 
investments of merit.” 





John S. Rossell 


John S. Rossell, chairman of the board of 
the Security Trust Company of Wilmington 
and one of Delaware’s most prominent citi- 
zens, died this month at the age of seventy- 
eight. In his forty-seven years of associa- 
tion with the trust company, of which he 
was president from 1917 to 1929, Mr. Rossell 
upheld the highest traditions of trusteeship 
as banker, civic leader and friendly coun- 
sellor. Starting an active career in news- 
paper work, he joined the Security Trust as 
a clerk in 1887. He served as chairman of the 
Wilmington Sinking Fund Commission, as 
state vice-president of the American Bank- 
ers Association and as commissioner in Pan- 
American trade conferences, beside his ex- 
tensive local interests. 
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ommended—Chairman of Committee on Rela- 
tions with Life Underwriters, Trust Division 
A.B.A. cites reasons for believing that through 
such organizations “‘the two great institutions 
engaged in the creation and conservation of 
wealth would be united for greater service— 
art. by Joseph W. White—235-238 


Life Insurance 


Miscellaneous— 


“Restatement of Law of Trusts’? expected to be 
issued fall 1935—322 


WILLS: 


Libel by Last Will and Testament—excerpts— 
New York Law Journal—305 

“Restatement of Law of Trusts” expected to be 
issued fall 1935—322 


Will Construction—Priorities of Legatees—Abate- 
ment—N. Y. Surr. Ct.—304 


BANK AND TRUST COMPANY ADVERTISEMENTS 


CUMULATIVE JULY—SEPTEMBER 


ALABAMA 
Birmingham 
Birmingham Trust & Savings Company 
61, 217, 
CALIFORNIA 
Los Angeles 


Citizen’s National Trust and Savings Bank 


Security-First National Bank 
58, 183, 
San Francisco 
Bank of America N. T. & S. A. 
63, 191, 


Bank of California, N. A. 
Crocker First National Bank 


DISTRICT OF COLUMBIA 
Washington 
American Security & Trust Company 
83, 179, 311 
Washington Loan & Trust Company 
42, 216, 278 
GEORGIA 
Atlanta 
Trust Company of Georgia 
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ILLINOIS 


Chicago 
Chicago Title & Trust Company 289 


City National Bank & Trust Company 71, 303 


Continental Illinois National Bank & Trust Co. 
65, 258 


First National Bank of Chicago 
55, 172, 332 


Harris Trust and Savings Bank 
206 


Northern Trust Company, The 
41, 175, 293 
IOWA 
Des Moines 
Iowa-Des Moines National Bank & Trust Company 
331 
MARYLAND 
Baltimore 


Maryland Trust Company 
46, 200, 287 


Mercantile Trust Company 

64, 155, 326 
Safe Deposit & Trust Company 

81, 165, 321 


MASSACHUSETTS 
Boston 
Boston Safe Deposit & Trust Company 


National Shawmut Bank 
State Street Trust Company 


Springfield 
Springfield Safe Deposit & Trust Company 


MICHIGAN 
Detroit 
National Bank of Detroit 


MISSOURI 

St. Louis 

Mercantile-Commerce Bank & Trust Companv 
1, 113, 

St. Louis Union Trust Company é 

NEW JERSEY 

Camden 

Camden Safe Deposit & Trust Company 


Newark 
Fidelity Union Trust Company 


Plainfield 
Plainfield Trust Company 


NEW YORK 
Brooklyn 
Brooklyn Trust Company 


New York 
Bank of New York and Trust Company 
Inside Back Covers 


Central Hanover Bank & Trust Company 
38, 150, 314 


Chase National Bank 44 
City Bank Farmers Trust Company 25, 188, 246 


Corporation Trust Company 

52, Inside Front Cover August, 318 
Empire Trust Company 43, 304 
Fulton Trust Company 60, 157, 
Guaranty Trust Company 
Manufacturers Trust Company 
Marine Midland Trust Company 
New York Trust Company 


Title Guarantee & Trust Company 
Inside Front Covers 


United States Trust Company 4, 116, 228 


Tarbes L’ 


OHIO 
Cincinnati 


Fifth Third Union Trust Company 49, 169, 299 


Cleveland 
Cleveland Trust Company, The 87 


OREGON 
Portland 
First National Bank of Portland 


United States National Bank 


PENNSYLVANIA 


Philadelphia ; 
Fidelity-Philadelphia Trust Company 


66, 161, 320 


Girard Trust Company 
2, 114, 226 


Pennsylvania Company 
Back Covers 


Philadelphia National Bank 
176 
Provident Trust Company 
26, 257 
Real Estate Land Title & Trust Company 
Inside Front Covers July, Sept. 


Pittsburgh 


Fidelity Trust Company 
; 79, 164, 


Peoples-Pittsburgh Trust Company 
47, 205, 


OKLAHOMA 
Tulsa 


First National Bank and Trust Company 


RHODE ISLAND 
Providence 


Rhode Island Hospital Trust Company 


VIRGINIA 
Richmond 


First and Merchants National Bank 
State-Planters Bank & Trust Company 


Virginia Trust Company 


WISCONSIN 
Milwaukee 


First Wisconsin Trust Company 


CANADA 
Toronto 
Toronto General Trusts Corporation 


OTHER ADVERTISERS 


Bell Telephone System 


Commerce Clearing House, Inc. 
99, 213, 


Christmas Club 
111 


General Motors Acceptance Corporation 
168 
John Hancock Mutual Life Insurance Company 
58, 285 


Prudential Insurance Company of America 
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